


The Australian Accountant 


Published Monthly for the Commonwealth Institute of Accountants and 
The Australasian Institute of Cost Accountants. 





Subscription : 
Vol. XI, No. 5 JUNE 15, 1941 Per annum, 12/6 
Single copies, 1/6 





Taxation Section 
Edited by J. A. L. Gunn, F.1.c.. 


CHILD ENDOWMENT 


Commonwealth Act No. 8 of 1941 was assented to on April 7, 1941. 
It provides by S. 13 that an endowment at the rate of 5/- per week 
“may be granted— 

“(a) to any person maintaining more than one child, in respect of 

each child in excess of one maintained by him; and 

“(b) to any institution (as defined) in respect of every child main- 

tained by it.” 

“Child” is defined as “a child (including an ex-nuptial child) under 
the age of 16 years but does not include— 

“(a) a child who is maintained in an institution carried on wholly or 

mainly at the expense of the Commonwealth or a State; or 

“(b) the child of an alien father unless the child was born in Australia 

or unless the mother is a British subject or has made a declara- 
tion under S. 18A of the Nationality Act, 1920-1936.” 

Where child endowment is -paid or payable in respect of a child, 
no deduction will be allowed in respect of that child for purposes of 
Commonwealth income tax. 

Thus, if a taxpayer has three children, aged 18, 15 and 13, the first 
child is excluded from both child endowment and the Commonwealth 
income tax concessional deduction of £50. It would appear that the 
taxpayer will receive a deduction of £50 in his Commonwealth income 
tax assessment in respect of the second child but no endowment will 
be paid for that child. With regard to the third child, endowment at 
the rate of 5/- per week will be paid, but the taxpayer will not receive 
a concessional deduction in his income tax assessment in respect of 
that child. 

Endowment shall not be payable for any period prior to July 1, 
1941, S. 2. 

Upon the grant of an endowment it shall be paid to the mother of 
the child in respect of whom it is granted, S. 18 (1) (a). “Mother” 
includes a stepmother, a fostermother and the wife of a person 
maintaining a legally adopted child, S. 4. Regulations will provide as 
to the payee in other cases, including those where the child has not a 
mother. The endowment shall be paid in such instalments and such 
manner as are prescribed by regulations (not yet gazetted), S. 18 (2). 
Endowment application forms are now available at post offices and 
should be lodged as soon as possible. 

It should be observed that child endowment is payable irrespective 
of the amount of the taxpayer’s or the claimant’s income. 

It is presumed that the Child Endowment Act and the proposed 
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amendment to the Income Tax Assessment Act will operate in the 
following manner : 
A, on July 1, 1941, wholly maintained three children— 
B, born January 31, 1926. 
C, born June 8, 1927. 
D, born February 10, 1929. 
A fourth child, E, was born on March 15, 1942. 


Year ended June 30, 1942 


A will receive a deduction in his income tax assessment in respect of 
B for seven months to January 31, 1942, and for the remaining five 
months ended June 30, 1942, in respect of C, £50 in all. 

A’s wife will receive child endowment at 5/- per week in respect of— 

B—Nil. 

C—From July 1, 1941, to January 31, 1942. 
D—From July 1, 1941, to June 30, 1942. 
E—From March 15, 1942, to June 30, 1942. 


Year ended June 30, 1943 
A will receive a deduction in his income tax assessment in respect 
of C for period July 1, 1942, to June 8, 1943; and in respect of D from 
June 8, 1943, to June 30, 1943, £50 in all. 
A’s wife will receive endowment at 5/- per week in respect of — 
B—Nil. 
C—Nil. 
D—From July 1, 1942, to June 8, 1943. 
E—From July 1, 1942, to June 30, 1943. 


Year ended June 30, 1944 


A will receive a deduction in his income tax assessment in respect of 
D for the whole of the year, and A’s wife will receive endowment at 
5/- per week for the whole of the year in respect of E. 


Year ended June 30, 1945 


A will receive a deduction in respect of D from July 1, 1944, to 
February 10, 1945, and in respect of E from February 10, 1945, to 
June 30, 1945, £50 in all. 


A’s wife will receive endowment in respect of— 


B—Nil. 
C—Nil’ 
D—Nil. 


E—From July 1, 1944, to February 10, 1945. 


Section 14 contains the following qualification : 

“An endowment shall not be granted unless— 

“(a) the person (not being an institution) claiming the endowment 
is in Australia on the date on which the claim is made, and, 
if not born in Australia, has, for the period of twelve months 
immediately preceding that date, had his usual place of residence 
in Australia; and 

“(b) the child in respect of whom the endowment is claimed is in 
Australia, and, if_not born in Australia, has been resident 
in Australia for the period of twelve months immediately 
preceding the date on which the claim is made. 


“For the purposes of S. 14 a child shall be deemed to have been 
born in Australia if at the date of his birth the usual place of residence 
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of his mother was in Australia and her absence from Australia was 
temporary only.” 

It should be observed that child endowment ceases in respect of any 
child for any period after— 

(a) the person to whom the endowment is granted ceases to be 

resident in Australia; 

(b) the child reaches the age of sixteen years; 

(c) The child ceases to be resident in Australia, or dies, before 

reaching that age; or 
of (d) if the child is a female child, she marries before reaching that 
ve age. 

It is estimated that the cost of child endowment will be £13 million 
per annum, and it is expected that the cost will be financed in the 
following manner: 

(a) By a pay-roll tax (which is discussed in the next 
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(b) Removal of concessional deduction for all children 
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™ Estimated annual cost of child endowment .. .. £13 





CoMMONWEALTH Pay-ROLL Tax 

The Pay-roll Tax Assessment Act (No. 2 of 1941) and the Pay-roll 

Tax Act (No. 3 of 1941) were assented to on April 4, 1941, the date 
of commencement of both Acts being May 2, 1941. Subject to an 
exemption of £20 per week discussed later, the tax is imposed at the 
f rate of 24 per cent. on all wages, as defined, paid or payable by an 
at employer in respect of any period of time occurring after June 30, 
1941. . The tax is payable by the employer who pays or is liable to pay 
the wages. 

Where any wages are paid or payable in respect of any service 
to performed or rendered those wages shall, for the purposes of the Act, 
to le deemed to have been paid, or to be payable, as the case may be, in 

respect of the period of time in which that service was performed or 
rendered. 
Definition of Wages 
“Wages” means any wages, salary, commission, bonuses or allowances 
paid or payable (whether at piece work rates or otherwise and whether 
paid or payable in cash or in kind) to any employee as such, and, without 
limiting the generality of the foregoing, includes— 

(a) any payment made under any prescribed classes of contracts to 
nt the extent to which that payment is attributable to labour ; 

d, (b) any payment made by a company by way of remuneration to a 
hs director of that company; 
ce (c) any payment made by way of commission to an insurance or 
time-payment canvasser or collector; and 

in (d) the provision by the employer of meals or sustenance or the use 
nt of premises or quarters as consideration or part consideration 
ly for the employee’s services. 

It should be observed that all classes of wages are subject to the 
tax. Thus, for example, where an individual conducts a business and 
also employs domestic help in his home, he is required to pay tax in 
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respect of the total wages paid by him including the wages of his 
domestic employees. On the other hand, where a partnership exists 
pay-roll tax is payable in respect of the wages paid or payable by the 
partnership, and the amount so subject to tax must not be augmented 
by payments made by partners in their individual capacity such as for 
domestic service. 

For the purpose of paragraph (d) above, meals or sustenance 
provided by an employer shall be deemed to have a value of 15/- per 
week or, in any particular case or class of case, such other value as is 
prescribed by regulation, and the use of premises or quarters shall be 
deemed to have a value of 5/- per week, unless otherwise prescribed. 


Remuneration of Directors 
Any payment made by a company by way of remuneration to a 
director of the company is included in the term “wages” and thus all 
such payments are subject to pay-roll tax, including sums which may 
have been disallowed under S. 109 of the Income Tax Assessment Act. 


Definition of Employer 

“Employer” means any person who pays or is liable to pay any 

wages and includes— 

(a) the Crown in the right of a State; 

(b) a municipal corporation or other local governing body or a 
public authority constituted under any State Act; 

(c) any public authority constituted under any Act or under any 
law in force in a Territory of the Commonwealth the wages 
paid by which are not paid out of the Consolidated Revenue 
Fund. 

Exemptions 

Pay-roll tax is not payable in respect of wages paid— 

(a) by the Governor-General or the Governor of a State; 

(b) by a religious or public benevolent institution, or a public 
hospital; and 

(c) to members of his official staff by— 

(i) a diplomatic, consular or other representative in Australia 
of the Government of any other part of His Majesty’s 
dominions or of any other country; or 

(ii) a Trade Commissioner representing in Australia any other 
part of His Majesty’s dominions. 


General Exemption 


For the purposes of ascertaining the tax payable by an employer on 
wages paid or payable by him in respect of any period, there shall be 
excluded from those wages an amount calculated at the rate of £20 
per week. 


Example: 
Wages payable for one week .. .. .. £400 0 O 
Less general exemption .. .. .. .. .. 20 0 O 
Amount subject to tax... .. .. .. .. £380 0 O 
Tax payable at 24 per cent... ...... £9 10 0 


The scheme of the Act is that no employer who pays wages for a 
full year amounting to £1,040 or less shall be liable for pay-roll tax. 
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Provision had, therefore, to be made for cases where the employer’s 
weekly wage bill fluctuates—sometimes above, sometimes below, £20 
per week. 

Section 16 of the Assessment Act provides that where the wages 
paid or payable by an employer in respect of the financial year com- 
mencing on July 1, 1941, or in respect of any subsequent financial year, 
does not exceed— 


(a) in the case of a person who is an employer during the whole of 
the financial year—the sum of £1,040; or 

(b) in the case of a person who is an employer during part only of 
the financial year—such amount as bears to £1,040 the same 
proportion as that part of the year bears to a year, 


the Commissioner shall refund or rebate to that employer the amount 
of tax paid or payable, as the case may be, by such employer in respect 
of that year or part thereof. 


Example (1) 


During year ended June 30, 1942, an employer paid the following 
weekly wages: 





£ 
40 weeks at £18 per week .. .. .. .. .. 720 
5 weeks at £19 per week .. .. .. .. .. 95 

7 weeks at £28 per week .. .. .. .. .. 196 

£1,011 


For each of the 7 weeks the employer will have paid pay-roll tax 
amounting to 4/- per week or a total of £1/8/-. 

As the wages paid or payable by the employer in respect of year 
ended June 30, 1942, does not exceed £1,040, the Commissioner is 
required to refund or rebate to the employer the £1/8/- tax paid by him. 


Example (2) 
A person was an employer for the last 20 weeks ended June 30, 
1942, and the sums of wages paid by him were: 


£ 

12 weeks at £12 per week .. .. .. .. .. 144 
8 weeks at £30 per week .. .. .. .. .. 240 
£384 








He therefore paid pay-roll tax amounting to £2 (8 weeks at 24 per 
cent. on £10 per week). 

As the employer’s wages did not exceed— 

20: 52:: x: 1040 = £400 
he is entitled to a cash refund or a rebate in a subsequent assessment 
of the £2 paid by him during year ended June 30, 1942. 

Where a person who is an employer during part only of the financial 
year satisfies the Commissioner that the wages paid in respect of his 
trade or business, by reason of the nature of that trade or business, 
fluctuate with different periods of the year and that, as a consequence, 
if he had been an employer for the full period of the financial year, 
the total wages would not have exceeded £1,040, the Commissioner 
may treat him as a person who was an employer during the whole of 
the financial year, S. 16 (2). 















214 THE AUSTRALIAN ACCOUNTANT JUNE 


Example (3) 
A person was an employer for the last 20 weeks ended June 30, 1942, 
and the sums of wages paid by him were: 





£ 

8 weeks at £16 per week .. .. .. .. .. 128 
12 weeks at £30 per week .. .. .. .. .. 360 
£488 








As the wages exceeded £400 there is, in ordinary circumstances, no 
refund of the £3 paid by the employer (12 weeks at 24 per cent. on 
£10 per week). If, however, the employer can demonstrate that, by 
reason of the nature of his business, if he had been an employer for 
the full year ended June 30, 1942, his total wages would not have 
exceeded £1,040, the Commissioner may treat him accordingly, in which 
case the employer will receive a rebate or refund of the £3 paid by him. 


Registration of Employers 

Section 17 of the Assessment Act provides that every employer who, 
in respect of any period of time occurring after the commencement of 
the Act, pays or is liable to pay wages at a rate in excess of £20 per 
week shall, within seven days after the close of the month in which that 
period ends, make application to the Commissioner for registration as 
an employer in accordance with the form and in the manner to be 
prescribed by regulation. 

The Assessment Act commenced on May 2, 1941. It would appear, 
therefore, that if an employer paid or was liable to pay wages at a 
rate in excess of £20 per week in respect of any week during May, 
1941, he is required, on or before June 7, 1941, to make application for 
registration as an employer. 

Returns 

Every employer who is registered or is required to be registered 
under S. 17 shall, within seven days after the close of each month, 
furnish to the Commissioner a return on the prescribed form of all 
wages paid or payable by him in respect of that month or in respect 
of each pay period of less than one month ending that month, as the 
case may be. Penalty—minimum £2; maximum £100; or alternatively 
additional tax at the rate of 10 per cent. per annum or £1, whichever 
is the greater. | 

The first return shall be for the month ending July 31, 1941. 


False or Incorrect Returns 

If a person makes or delivers a return which is false in any particular, 
he shall be guilty of an offence. Penalty—minimum £2; maximum 
£100; S. 42. Notwithstanding S. 42, if any employer fails to include 
in any return any particulars of wages paid or payable by him which 
are subject to tax, he is liable to pay by way of additional tax £1 or 
double the difference between the tax properly payable and the tax 
payable upon the basis of the return lodged, whichever is the greater, 
S. 43. If, however, action is taken under S. 42, the additional tax 
under S. 43 shall not be charged. 


Exemption from Furnishing Returns 

If the Commissioner is of the opinion that no tax will be payable 
by an employer, or, if paid, the tax would be refunded, the Com- 
missioner may issue a certificate to that employer exempting him from 
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furnishing monthly returns. Unless, however, the contrary is expressed 
in the certificate of exemption, the employer shall furnish an annual 
return of wages paid within 21 days after the close of each financial 
year. 
Payment of Tax 
Every employer liable to pay-roll tax shall pay the tax within the 
time within which he is required to lodge the return of wages in respect 
of which the tax is payable, i.e., within seven days after the close of 
each month, S. 22. 
The penalty for non-payment by the due date is additional tax at 
the rate of 10 per cent. per annum. 
The Commissioner may, in such cases as he thinks fit— ; 
(a) extend the time for payment of any tax or further tax by such 
period as he considers the circumstances warrant ; or 
(b) permit the payment of tax or further tax to be made by 
instalments within such time as he considers the circumstances 
warrant. 
If it is found in any case that tax has been overpaid, the Commissioner 
has power to make a refund, S. 24. 


Assessments 
Section 23 (1) provides that where the Commissioner finds in any 
case that tax or further tax is payable by any employer, the Com- 
missioner may— 
(a) assess the amount of wages paid or payable by the employer; 
and 
(b) calculate the tax or further tax payable thereon. 


Section 23 (2) provides that where— 

(a) any employer makes default in furnishing any return; 

(b) the Commissioner is not satisfied with the return made by any 

employer; or 

(c) the Commissioner has reason to believe or suspect that any 

employer (though he may not have furnished any return) is 
liable to pay tax, 
the Commissioner may cause an assessment to be made of the amount 
upon which, in his judgment, tax ought to be levied and that person 
shall be liable to pay tax thereon, excepting in so far as he establishes 
on objection that the assessment is excessive. 

Any employer who becomes liable to pay pay-roll tax by virtue of an 
assessment made under S. 23 (2) shall also be liable to pay, by way 
of additional tax, double the amount of that tax or £1, whichever is 
the greater. The Commissioner has power to remit the whole or part 
of the additional tax. 


Public Officer of Company 
Every company which is registered or is required to be registered 
as an employer shall be represented by a public officer, S. 65. 
“Company” includes all bodies or associations (corporate or unincor- 
porate) and partnerships. 
Thus, for the purposes of the pay-roll tax, a partnership is required 
to be represented by a public officer. 


Administration of Act 


It is believed that pay-roll tax will be administered by the Deputy 
Commissioners who administer the Sales Tax Acts in the capital cities. 
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This will enable departmental officers to make a simultaneous inspection 
for purposes of sales tax and pay-roll tax. 


Pay-roll Tax Deductible in Income Tax Assessments 
The writer is of opinion that pay-roll tax, to the extent to which it 
is paid in respect of wages of employees who are engaged in gaining 
or producing the employer’s assessable income, or who are engaged 
in the carrying on of a business for the purpose of gaining such income, 
is an allowable deduction for purposes of Commonwealth and State 
income taxes. 





War-TIME (Company) Tax 
Holding and Subsidiary Companies 


An overseas holding company elects under S. 17 of the War-time 
(Company) Tax Assessment Act to treat its Australian subsidiary 
company as a branch. The only Australian income derived by the 
holding company is by way of dividends from the subsidiary. It has, 
therefore, no “taxable profit” as defined by S. 3. 

The Australian subsidiary is separately assessed in respect of the 
super tax of 1/- in £ on all taxable income in excess of £5,000. 

The holding company is assessed to war-time (company) tax in 
respect of the taxable profit derived by its notional branch, i.e., the 
subsidiary company. The war-time (company) tax so imposed on the 
holding company exceeds the super tax payable by the subsidiary 
company. 

Section 18 of the War-time (Company) Tax Assessment Act pro- 
vides that from the war-time (company) tax otherwise payable in 
respect of the taxable profit of any accounting period there shall be 
deducted : 

(a) the amount of that war-time (company) tax; or 

(b) the net super tax imposed, whichever is the lesser amount. 

A subscriber has asked whether the super tax payable by the 
subsidiary company is an allowable deduction from the war-time 
(company) tax imposed on the holding company. 

I am of opinion that the super tax imposed on the subsidiary is 
deductible under S. 18 in calculating the war-time (company) tax 
payable by the holding company. Section 17 provides that a holding 
company may elect to have all its subsidiary companies treated as 
branches of the holding company, and thereupon those subsidiary 
companies shall, for all the purposes of the War-time (Company) Tax 
Assessment Act, be treated as branches of the holding company. 

Thus, for example, in calculating war-time (company) tax, the 
taxable profit of the notional branch becomes part of the taxable profit 
of the holding company. So, also, Commonwealth super tax payable 
by the notional branch is “for all the purposes of the Act” deemed to be 
payable by the holding company. 





CoMMONWEALTH PRIVATE CoMPANY TAX 
Rebate under S. 107 
A subscriber has asked whether the shareholders of a company are 
entitled to the rebate under S. 107 of the Commonwealth Income Tax 
Assessment Act in respect of a dividend paid wholly and exclusively 
out of a combination of two sums representing the undistributed 
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amounts of two income years in respect of which the company paying 
the dividend has paid additional tax under S. 104, or whether a separate 
dividend should have been paid out of each of the above-mentioned 
sums in order to gain the rebate under S. 107. 

Section 107, so far as it applies to the above problem, provides that 
a person shall be entitled to a rebate of the amount by which his 
(Commonwealth) income tax is increased by the inclusion in his 
assessable income of dividends paid to him by a company where the 
dividends are paid wholly and exclusively “out of any amount or 
amounts” in respect of which, under Division 7, the company paying 
the dividends has paid or is liable to pay tax. 

In my opinion, the shareholders are entitled to the rebate under 
Division 7 in respect of a dividend paid out of a combination of 
“amounts” in respect of all of which the company has paid additional 
tax under Division 7. 


INTERSTATE PROFITS BY TRADER 
Tasmanian Provisions 

A trader in New South Wales sells goods to customers in Tasmania 
by means of direct orders received by post. 

Payment is made either— 

(a) by the purchaser forwarding a cheque, or 

(b) by means of a draft drawn by the company on the purchaser. 

In the case of (a) no question of Tasmanian taxation on the profit 
on the sale can possibly arise, but in respect of (b) I have heard that 
the Tasmanian Commissioner claims that where goods are paid for 
by means of bank drafts or by means of any arrangement whereby 
customers are drawn upon in Tasmania, i.e., cash against goods, the 
amount received for the goods’ is considered to have been received by 
the vendor in Tasmania, and that, therefore, the profit on the sale is 
subject to Tasmanian income tax under S. 109 (1) of the Tasmanian 
Land and Income Taxation Act. 

Section 109 (1) provides as follows: 

“Subject to the provisions of Subsection (5) hereof, the taxable 
amount of the income of every company which is not resident in this 
State, and which carries on mercantile business in this State, shall be 
the amount of the net income derived or deemed to be derived from, 
or received in, this State by such company during the year of income.” 

In my opinion, the subsection applies only where the non-resident 
company carries on mercantile business in Tasmania. “Mercantile 
business” is defined by S. 2 (1) as “any business in which sales are 
effected of goods, wares, merchandise or personal property of any 
kind.” In the present case the company is trading with Tasmania, but 
it is not trading in Tasmania, because it has not sold goods by means 
of anything done by itself when in Tasmania or by means of an agent 
or representative in Tasmania, S. 34 (1). 

The charging provision of the Act, S. 22, refers to “the taxable 
income arising, accruing, received in or derived from this State during 
the year of income by any person from all sources whether in or out 
of the State.” So far as non-residents are concerned, this provision 
is, however, limited to income derived from sources in Tasmania. Any 
attempt to tax a non-resident of Tasmania in respect of income derived 
outside Tasmania would be in excess of the powers of the legislature. 

Those taxpayers who trade with Tasmania and who desire to avoid 
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any possibility of assessment by the Tasmanian Commissioner will 
consider the advisability of arranging payment by some means other 
than drafts, etc., payable in Tasmania. 





EXPENDITURE INCURRED IN LITIGATION CONCERNING VALIDITY 
OF TITLE TO PROPERTY 

In Southern v. Borax Consolidated Ltd. [1940] 4 All E.R. 412, the 
taxpayer company bought certain property for the purpose of its 
business. Subsequently an action was begun against the company 
claiming that its title to the property was invalid. The company 
defended the action and thereby incurred legal expenses amounting to 
£6,249, which sum it claimed to be entitled to deduct as business 
expenses in computing its profits for the purpose of assessment to 
income tax. The Revenue contended that the action was concerned 
with the capital assets of the company and was contested in order to 
preserve the existence of those assets, and that, therefore, the sum 
of £6,249 was a capital expense. The English High Court held that 
the expense had been incurred, not in creating any new asset, but in 
maintaining the title to the company’s property, and was, therefore, 
an expense wholly and exclusively incurred for the purposes of the 
company’s trade, and, as such, was properly deductible. 

The following are extracts from the judgment of Lawrence, J.: 

At p. 416 “Counsel for the respondents referred to Usher’s Wiltshire 
Brewery Ltd. v. Bruce [1915] A.C. 433. In that case, it was held that 
repairs to buildings, fire insurance premiums, rates and taxes and legal 
costs were all proper deductions for the purposes of income tax .. . 
It seems to me that those expenses had the effect of preserving the 
landlord’s interests just as much as defending an action against its 
title.” 

At. pp. 418-9 “The other case relied upon by counsel for the 
respondents was Rhodesia Railways Ltd. v. Bechuanaland Income Tax 
Collector [1933] A.C. 368, where a very large expenditure had been 
made by the railway company for the renewal of the rails—a renewal 
which was not made annually, but was made, of course, in the ordinary 
business of the railway company after a certain period—and it was 
held there that the sum expended was not of a capital nature, but 
was expended for repairs of property occupied for the purposes of 
trade or in respect of which the trade was carried on. In expressing 
the view of the’ judicial committee, Lord Macmillan said, at p. 374, 
‘It did not result in the creation of any new asset; it was incurred 
to maintain the appellants’ existing line in a state to earn revenue. 
The analogy of a wasting asset which appears to have affected the 
minds of the Supreme Court has really no application to such a case 
as the present.’ 

“It appears to me that the legal expenses which were incurred by 
the respondent company did not create any new asset at all, but were 
expenses which were incurred in the ordinary course of maintaining 
the assets of the company, and the fact that it was maintaining the 
title, and not the value, of the company’s business does not make it 
any different.” 





CoMMONWEALTH INCOME Tax 
Due Date for Payment 
The Income Tax Assessment Act (No. 2) No. 65 of 1940 repealed 
S. 204 of the Principal Act and inserted the following section in its 
stead : 
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“S. 204. Subject to the provisions of this Part, any income tax 
assessed shall be due and payable by the person liable to pay the tax 
on the date specified in the notice as the date upon which tax is due and 
payable, not being less than thirty days after the service of the notice.” 

The Commonwealth Commissioner is thus now empowered to specify 
any day as the due date of payment of Commonwealth income tax, 
provided that such date is not less than 30 days after the service 
of the notice of assessment. 


Commonwealth Ordinary Income Tax 

With regard to assessments based on income derived during income 
year ended June 30, 1940 (or substituted accounting period) which 
were issued before the end of April, 1941, the Commissioner has, in 
practice, allowed 60 days for payment (in some cases a little more) 
in the case of companies, and individuals not subject to the new 
provisions relating to the collection of Commonwealth income tax by 
instalments. 

The time allowed for payment of assessments issued after April 30, 
1941, has been reduced so as to enable the tax to be due and payable 
before June 30, 1941 (the close of the financial year). The later 
the assessment is issued the shorter the period of payment will become 
until such period is reduced to “not less than 30 days after the service 
of the notice of assessment.” 

Where service of the notice of assessment has been made by post, 
unless the contrary is proved, service shall be deemed to have been 
effected at the time when the notice would, in the ordinary course of 
post, have arrived at the place to which it was addressed—Regulation 
36 (3). Thus, if an assessment notice were despatched on May 30, 
1941, to a taxpayer residing in a capital city it would be received by 
him in the ordinary course of post on May 31, 1941. Thirty days 
thereafter is June 30, 1941, the close of the financial year. It will be 
seen, therefore, that May 30, 1941, is the last day of issue of assess- 
ments which will permit the due date of payment to be fixed on the 
last day of the financial year. Any assessments issued after May 30, 
1941, will fall due for payment on July 1, 1941, or thereafter. 


War-time (Company) Tax and Super-tax 
The position is the same as that applicable to ordinary Commonwealth 
income tax, as explained above. In the case of earlier assessments, a 
period of 60 days was granted within which to pay the tax. The 
period of payment in respect of assessments issued after April 30, 1941, 
has been reduced so as to enable the due date to be fixed on or before 
June 30, 1941, subject, always, to the minimum period of 30 days. 


Tax on Undistributed Incomes of Public and Private Companies 

The due date of payment in all cases has been 30 days after the 
service of the notice of assessment. This period applies to assessments 
in respect of all income years including, in the case of private companies, 
income years prior to that ended on June 30, 1940. 





War-TiMeE (Company) Tax 
Provision for Taxation 
In the May, 1941, issue of the Journal at pp. 169-171 there is 
published a statement of Capital Employed for the purpose of deter- 
mining the rate of war-time (company) tax. 
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Included in the statement is Provision for Taxation, viz.: 


i ss 64 36 4s cass 4s oe ce Se 
Deduct payments made 
thereout—1/4/1940— 


£22,000—3 months .. .. .. £5,500 
1/6/1940— 
£18,000—1 month .. .. .. 1,500 





7,000 
£36,000 


Since writing the above-mentioned article, advices have been received 
that the Commonwealth Commissioner has altered his view and has 
now ruled that the full amount of the provision (in the above example 
£43,000) should be included in the Capital Employed and amended 
assessments have been issued accordingly. 

Section 24 of the War-time (Company) Tax Assessment Act pro- 
vides that the Capital Employed in any accounting period shall be 
ascertained by adding certain amounts including— 


“(b) Accumulated profits averaged over the accounting period includ- 
ing amounts standing to the credit of the Profit and Loss 
Account at the commencement of the accounting period but 
not including any profit of the accounting period.” 





In view of this provision and in particular of the words “averaged 
over the accounting period,” the writer is of opinion that, from a legal 
viewpoint, the Commissioner is incorrect in his present interpretation 
of the law. 

From the moral viewpoint there is every justification for his action. 
If the company had debited taxes paid during the accounting period 
to its Profit and Loss Account instead of to the Provision for Taxation 
the whole of the amount to the credit of the Provision for Taxation 
would, without question, have formed part of the Capital Employed. 
There is no equitable reason why a company which debits its taxes 
paid to the Provision Account should be placed in a worse position 
than a company which debits the sums to its current Profit and Loss 
Account. 

These remarks apply with full force to a Provision for Doubtful 
Debts Account. As to this, see paragraph (8), page 171, of May, 1941, 
issue of the Journal. 





COMMONWEALTH INSTITUTE OF ACCOUNTANTS 


FiInAL EXAMINATION, APRIL, 1941 
FEDERAL INCOME TAX LAW AND PRACTICE 
Model Answers 


The above examination paper deals with some of the recent 
amendments to the Commonwealth Income Tax Assessment Act and 
is therefore of interest to readers other than examination candidates. 

The numbers in square brackets refer to the relevant paragraphs 
of “Commonwealth Income Tax” by J. A. L. Gunn. 


Question 1 


John Citizen, a resident of Brisbane, supplies you with the following 
information for the purpose of compiling his Federal Income Tax 
Return :— 
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Receipts 
(a) Net Income from his Business .. .. .. .. .. .. .. 
(b) Legacy in terms of Father’s Will .. .. .. . 1,000 
(c) Annuity in terms of Father’s Will (paid 0 out of per- 
sonal exertion income) .. .. .. . 1,000 


Expenses 
SE ee ee ee ee £70 
eee ee eee 100 
(f{) Federal Land Tax... .. .. bd: te wees 10 
(g) State Income Tax, Personal Exertion .. .. .. .. 500 
(h) Federal Income Tax, Personal Exertion .. .. .. .. 800 
(i) Life Insurance Premiums .. .. barweree iow wckée 
(j) Queensland Oil Search Co. Ltd. _- 

(k) Application and Allotment on Shares... .. .. 500 
(1) Calls on Shares.. .. . 200 
(m) He has a wife, whose personal i income is “£65, which 
she retains for her own personal expenses, and two 
children, aged 15 and 18 years, who are dependent 
on him. 
During the year he made gifts as follow— 

(n) British Bombing Victims’ Fund .. . 

(o) Presentation of a Spitfire to the R. ‘A. F. 

(p) Greek War Victims’ Fund . 

(q) Australian Red Cross .. .. . 

(r) He also gave his residence, valued at “£2, 500, to the 

Red Cross for a convalescent home. He had pur- 
chased this for £3,500 shortly after the birth of his 
second child. 

(1) Prepare his Income Tax Return as requested. 

(2) Explain fully the reasons governing your treatment of the gift 
of his residence to the Red Cross, and the gift to the British 
Bombing Victims’ Fund. 

Answer 1 
(1) Return of Income of John Citizen, Brisbane 
Income from Personal Exertion 


(a) Net Income from Business [13] .. 
(c) Annuity [26] .. bees 


Deductions 

(d) Rates on Residence [144] .. .. .. .. .. .. £70 
(f{) Federal Land Tax [144] . ae ee 
(g) State Income Tax [144] . eee 
(i) Life Insurance Premiums [194] eee 
(1) Calls on Shares [157], Queensland Oil Search 

Co. Ltd. - 200 
(k) Application and Allotment Moneys not de- 

ductible [157] 
(m) Child Allowance [191] .. . oe 
(q) Gift of Cash to Australian Red Cross [155] 100 


eC 2.2 ON S ae oe 
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(2) The gifts of cash made to the (n) British Bombing Victims’ 
Fund (£200) and (p) Greek War Victims’ Fund (£100) are 
not allowable deductions. They do not represent gifts to a 
pyblic institution or public fund established and maintained for 
the comfort, recreation or welfare of members of the naval, 
military or air forces of the Commonwealth. Neither do they 
represent gifts to a public fund established and maintained for 
the relief of persons in Australia who are in necessitous circum- 
stances [155]. The presentation of a Spitfire to the R.A.F. 
(£4,000) (0) is not an allowable deduction, as it is not a gift 
to the Commonwealth for purposes of defence [155] Supp. 
With regard to (r), a gift of property other than money made 
to certain funds, authorities or institutions in Australia, is an 
allowable deduction if the property were purchased by the tax- 
payer within 12 months immediately preceding the making of the 
gift [154] Supp. 

In the above case, the gift of property was purchased by the 
taxpayer over 14 years ago, and it is, therefore, not deductible. 
It is to be observed that the deduction of gifts of property is 
limited to: 
(i) the value of the property at the time of the making of the 
gift, or 
(ii) the amount paid by the taxpayer for the property, which- 
ever is the less [154] Supp. In the above example, if 
the property had been purchased within the 12 months 
of the making of the gift, the sum of £2,500 would have 
been an allowable deduction, being the lesser of the two 
values. 
Comments 

(b) Legacies are capital receipts and are not assessable for income 
tax purposes [25]. 

(1) As the separate net income of his wife exceeds £50, the taxpayer 
is not entitled to the spouse allowance of £50. 

(q) It is claimed that the gift of cash to the Australian Red Cross is 
a gift to a public institution or public fund established and main- 
tained for the comfort, recreation or welfare of members of the 
naval, military or air forces of the Commonwealth and is there- 
fore an allowable deduction [155] Supp. 


Question 2 

A Director of a U.S.A. Motor Corporation is visiting Australia for 
the purpose of forming an Australian company in which his corporation 
will supply the greater part of the capital, although it is proposed to 
appoint resident Australian directors who will have absolute control 
of its activities. 

He has no knowledge of the Federal Income Tax Acts, and asks 
you to advise him fully as to the position. 

Set out your report. 
Answer 2 
The director’s attention will be drawn to Section 136 of the Common- 
wealth Income Tax Assessment Act, which provides that, where any 
business carried on in Australia: 

(a) is controlled principally by non-residents ; 

(b) is carried on by a company a majority of the shares in which is 

held by or on behalf of non-residents; or 
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(c) is carried on by a company which holds, or on behalf of which 
other persons hold, a majority of the shares in a non-resident 
company, 

and it appears to the Commissioner that the business produces either no 
taxable income or less than the amount of taxable income which might 
be expected to arise from that business, the person carrying on the 
business in Australia, shall, notwithstanding any other provision of that 
Act, be liable to pay income tax on a taxable income of such amount 
of the total receipts (whether cash or credit) of the business as the 
Commissioner determines [280]. 

It should be explained to the director of the U.S.A. motor corpora- 
tion that the purpose of the above provision is to protect the Common- 
wealth revenue from attempts to deflate profits derived in Australia in 
cases where the overseas company sells goods to the Australian company 
at inflated prices, which absorb the whole or major portion of the 
profit that would have been derived by the Australian company if it had 
purchased those goods in the open market. 


Question 3 

(a) A taxpayer, owing to an oversight, omits certain assessable in- 
come from his return. As soon as he becomes aware of the 
omission he advises the Commissioner. 

(b) A taxpayer, with deliberate intent, includes a deduction to which 
he is not entitled in his return. This is later discovered by the 
Commissioner. 

What additional tax, if any, may be imposed by the Commissioner in 

each of these cases? Have the taxpayers any appeal from this decision? 


Answer 3 
(a) The Commissioner may .impose as additional tax a sum equal to 
double the tax involved. The Commissioner may, however, for 
reasons which he thinks sufficient, remit the additional tax or 
any part thereof [380]. 

(b) The same provisions as explained in (a) above apply [380]. 

In both cases, the taxpayer may object to the additional tax imposed, 
and if his objection is disallowed, he may require the Commissioner to 
refer his decision to the Board of Review for review, if the penalty 
remaining, after the exercise of the Commissioner’s discretion, exceeds 
10% per annum of the tax involved [380]. 


Question 4 

When a company is liable to super-tax, what rebate, if any, may be 
claimed by it on any dividends which it has received from other com- 
panies ? 
Answer 4 

Where a company is liable to pay super-tax (at present 1/- in the £ on 
the excess of its taxable income over £5,000), and that taxable income 
includes dividends or parts of dividends received from other companies, 
paid out of income on which super-tax has been paid or is payable by 
the companies which paid the dividends, the recipient company is 
entitled to a rebate of an amount ascertained by applying the rate of 
super-tax payable by companies for the year of tax to an amount which 
bears the same proportion to the excess of the taxable income over 
£5,000 as the dividends or parts thereof bear to the total taxable income 
[117] Supp., p. 11. 
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Example 
Taxable income of public company, which includes 


a dividend of £20,000 on which super-tax has 
ee . .. = £33,810 


Super-tax Sabie 
Be a eer 
yg in ee del SO Lil: eg Papa 42 5,000 


Subject to super-tax .. .. . .. .. £28,810 


Super-tax on £28,810 @ 1/- iné. .. .. = £1,440 10 0 
Less Rebate under S. 46 (a), as explained above: 

1/- in £ on amount which bears the same proportion 

to the excess of taxable income over £5,000 

(£28,810) as the dividend (£20,000) bears to the 

total taxable income (£33,810) 

20,000 . 

33,810 °f £28,810 .. Len ak bane, +a ee 

Rebate: £17,042 @ 1/-in#................ 852 2 0 


BUGS PN DOES nk kk 5a oe oe ae te ss £588 8 0 


Question 5 

A taxpayer has a net personal income of £1,200 for the year ended 
June 30, 1940. In May, 1940, he paid State Income Tax amounting 
to £80 for that year and his State assessment for the current year is 
£100. He has a wife and one child aged 10 years, both dependent on 
him. What is the amount of his Federal Income Tax? Show workings. 


Answer 5 
Net Income from personal exertion .. .. £1,200 
Deductions 
State Income Tax paid [144] . 
Wife allowance [189] .. 
Child allowance [191] .. 


Temabie Teeomme FE) ow 2. ce wn 5s ce ss 


Assessment 
EE NN i ase ce hd wi 
Rate [429A] Supp. 
16 4 ( 1020 — 400) 

25 

=] 620 

o+ 3% 
= 16 + 24-8d. 
= 40-8d. 
Tax payable .. £1,020 K 40°8d. in £ = £173 8 O 

For personal exertion taxable incomes between £400 and £1,500, 


the rate can be obtained simply by multiplying the taxable income by 
4, and dividing it by 100. Thus, in the above case, the rate is: 


2 
alt Sa = 408d. [429A] Supp. 
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Question 6 

What is the definition of “depreciated value” as applied to any unit 
of property ? 

Define “Plant” in respect to its connection with depreciation. 
Answer 6 

“Depreciated value” of any unit of property at any time means: 

(a) where depreciation has been allowed or is allowable, the cost of 

the property less the amount of all depreciation allowed or allow- 
able, and 

(b) where depreciation has not been allowed or is not so allowable, 

the cost of the property (S. 62) [173]. 

“Plant” is defined as including : 

(a) animals used as beasts of burden or working beasts, in a business 

other than a business of primary production ; 

(b) machinery, implements, utensils and rolling stock, and 

(c) fences, dams and other structural improvements on land which 

is used for the purpose of agricultural or pastoral pursuits, but 
does not include improvements used for domestic or residential 
purposes (S. 54 (2)) [159]. 

Question 7 

What is “the statutory exemption,” and from what is it deducted? 
Answer 7 

The statutory exemption in respect of income derived during income 
year ended June 30, 1940, and subsequent years is— 

(a) £200 less £1 for every £1 by which the income exceeds £200, or 

(b) where the income does not exceed £200, the amount of the income 

[196] Supp. 

The statutory exemption is deducted, in the first place, from income 
from property, and, in the second place, from income from personal 
exertion [197] Supp. 

Question 8 

What duties devolve upon an employee with regard to the keeping 

of his tax stamps? 


Answer 8 

An employee shall— 

(a) provide and keep a book of convenient size and shape for the 
purpose of affixing therein tax stamps issued to him by his 
employer, and 

(b) after receiving such stamps, affix them on a page of the book 
using one side of the page only and write in ink on every stamp 
his name or initials and the date of payment. 

An employer may, with the authority of the Commissioner, deliver 

to an employee tax stamps marked in such manner as the Commissioner 
approves, in which case the employee need not cancel them (S. 221G). 





The Depreciation of Plant Used in the Production of 
Munitions and in other War Contracts 


The Federal Commissioner of Taxation, Mr. L. S. Jackson, advises as 
follows :— 

1. The question of the depreciation deduction to be allowed for 
income tax purposes on plant used for war purposes was considered by 
the conference of Commonwealth and State Commissivners of Taxation, 

K 
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which was held in Canberra recently. The conference had the benefit 
of the advice of Mr. E. V. Nixon, c.m.c., a former member of the 
Royal Commission on Taxation, who was chairman of the conference, 
and who is Director of Finance of the Department of Munitions. 


Machinery and plant used for the manufacture of munitions 
2. Machinery and plant may be provided at the cost of — 


(a) the Commonwealth; or 
(b) the contractor. 


3. Plant provided by the Commonwealth may either be installed in 
a separate building (known as an annexe) or rented to the contractor 
for use in his own shops. In neither of these cases has the contractor 
any claim for depreciation. 

4. Plant provided by the contractor may be either— 

(a) plant which he had acquired and used prior to the war, or 

(b) plant specially purchased by him since the outbreak of war for 

the manufacture of munitions. 

The latter may be divided into two classes— 

(1) special purpose plant which will not be capable of being used 

commercially after the war; or 

(2) general purpose plant which can be used at all times when work 

is available. 

5. The standard rates of depreciation allowed by the Taxation 
Department are set out in Income Tax Order No. 1217. In addition 
to the rates applicable for normal working time, the order provides 
for 50% increase in rates where the plant is worked double shifts and 
100% increase where three shifts are worked. 

6. It is the normal practice of the Department of Munitions not to 
allow, as an element of cost, depreciation in excess of the rates allowed 
for Federal income tax purposes, adjusted, of course, for additional 
working time. But it is realised that under war conditions there is 
probably excessive wear and tear on plant due in part to the desire to 
use the plant to its full capacity and in part to the fact that unskilled 
labour is being extensively employed. It must also be recognised that 
some special plant cannot profitably be employed when it is no longer 
used for war purposes. In considering the question of depreciation, 
therefore, these factors must be taken into account, and if these 
conditions are found to exist an increased allowance for depreciation 
may be approved. In arriving at its decision the Department of 
Munitions will be guided by the advice of its technical experts. In 
cases where a higher rate of depreciation is allowed, the Department 
of Munitions is prepared to advise the Income Tax Department of 
its decision. 

7. It has been decided accordingly that depreciation shall be allowed 
for taxation purposes on the same basis as may be approved by the 
Department of Munitions. 

8. If the plant is put out of commission before the expiration of 
the effective life on which the rates are based, and is scrapped or sold 
immediately after the cessation of the war contracts, assessments for 
past years (with the limitation of three years provided by Section 170 
(4) of the Act) will be amended on the application of the taxpayer by 
regarding as the effective life of the subject plant and machinery the 
period of time it was actually in use. 
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Costs of Installation and Reinstatement 

9. As a general rule all costs of installing machinery and plant are 
borne either directly or indirectly by the Commonwealth. If the 
amount is considerable and is borne by the Commonwealth, as it may 
be when a large annexe is being equipped, the costs are capitalised and 
written off by the Department of Munitions over a period of five years. 
Such, of course, obviously do not concern the contractor and do not 
entitle him to any deduction. 

10. Where the amount is small and is borne by the contractor, it is 
the practice of the Department of Munitions to permit the contractor 
to include it in his costs and to spread the amount over one or more 
contracts. In such cases, the price received by the contractor for the 
supplies obviously includes any installation cost which he may have 
incurred, and, in such circumstances, it has been decided for taxation 
purposes that such costs shall be allowed as a deduction, by treating 
them as an item of plant with an effective life equivalent to the period 
covered by the contract or contracts. 

11. Reinstatement costs are not yet a matter of importance. Where 
the amount is not large, it is improbable that the contractor will make 
a claim on the Department of Munitions. Where it is now possible to 
see that the cost of reinstatement (if found to be necessary) is con- 
siderable, the Department of Munitions has undertaken to compensate 
the contractor on submission of proof that the expense has been 
incurred. Obviously this claim will not arise until the plant is no 
longer required for war purposes. No general formula for dealing 
with these cases for taxation purposes can, therefore, be determined 
at present. 


Machinery and Plant used for the Manufacture of Goods for the 
Department of Supply and Development 

12. The Department of Supply and Development is separate from 
the Department of Munitions, but both are controlled by the same 
Minister and, where possible, uniform methods of accounting are 
employed. 

13. Broadly speaking, contractors for supplies are using general 
purpose machinery and plant to manufacture goods required for 
military as distinct from civil purposes. For example, a woollen mill 
may be making khaki cloth instead of worsted for the trade. Similarly, 
a boot manufacturer may be making military boots instead of those of 
a lighter type. 

14. It is unlikely that such manufacturers have installed much 
special purpose plant, and in many cases they may not have installed 
much additional general purpose plant. The probability is that they 
are making greater use of the plant which they had prior to the 
outbreak of war. The problem in these cases is, therefore, to determine 
what addition, if any, should be made to the rates of depreciation 
normally allowed for Federal income tax purposes, bearing in mind 
the conditions described in paragraph 6. 

15. It has been decided that where contractors on a cost plus basis 
are permitted by the Department of Supply and Development to 
include as an element of cost depreciation in excess of scheduled rates 
(adjusted for additional working time), the same rates should be 
allowed for income tax purposes. In the case of contractors who 
usually quote firm prices, it has been decided to allow in the first 
instance the rates of depreciation scheduled in Income Tax Order No. 
1217, subject to the same conditions as are set out in paragraph 8. 
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The Liability of Non-Residents to Victorian Taxes 
By “CLaupivus” 

Section 16 (b) of the Victorian Income Tax (Assessment) Act, 
1936, reads as follows: 

“16. The assessable income of a taxpayer shall include— 

(a) 
(b) where the taxpayer is a non-resident the gross income 
derived directly or indirectly from all sources in Victoria— 
which is not exempt income.” 

Thus the broad principle is that a non-resident is subject to 
Victorian tax on his Victorian income. There are a number of 
departures from this principle in the Act and these are discussed in 
this article. 

A non-resident is defined as a person who is not a resident of Victoria. 
From the definition of resident we learn that a resident of Victoria is— 

(a) a person, other than a company, who resides in Victoria and 
includes a person whose domicile is in that State, or who has 
been in Victoria continuously or intermittently for more than 
one-half of the year of income, unless the Commissioner is 
satisfied that his usual place of residence is out of Victoria and 
that he does not intend to take up residence in the State; 

(b) a company incorporated in Victoria, or one carrying on business 
in Victoria, and having either its central management or its 
voting power controlled by shareholders who are residents of 
Victoria. 

The meaning of the term “domicile” has been subject to much 
litigation and is the subject of an article which was published in the 
Chartered Accountant in Australia, August, 1937. “That place is properly 
the domicile of a person in which he has voluntarily fixed the habitation of 
himself and his family not for a mere special and temporary purpose, 
but with a present intention of making it his permanent home unless 
or until something (which is unexpected or uncertain) shall occur to 
induce him to adopt some other permanent home.” (Kindersley, V.C. 
in Lord v. Colvin 28 L.J. Ch. 361.) 


Salaries, Wages and Allowances 

The question of whether salary, wages, or allowances of an employee 
are derived in Victoria is determined by the circumstances. If a 
non-resident comes to Victoria and is employed by a Victorian employer, 
then there is little doubt that he will be subject to Victorian taxes on 
the income so derived. Factors which affect the taxability of income 
from personal exertion include— 

1. State where the business of the payor of the income is carried on. 

2. State where the contract was made. 

3. State in which the contract was carried out. 

The income may be taxable if two of the above-factors take place in 
Vennene. Retiring and Other Allowances 

Section 17 (1) (f£) of the above-mentioned Act provides that “five 
per centum of the capital amount of any allowance, gratuity or com- 
pensation, where that amount is paid in a lump sum in consequence 
of retirement from, or the termination of, any office or employment, 
and whether so paid voluntarily by agreement or by compulsion of law,” 
is taxable income. 

A non-resident would be subject to tax on five per cent. of any 
capital sum so received if it were derived from a Victorian source. 
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Pensions and Superannuation 
Pensions and superannuation allowances received by non-residents 
from Victorian sources are exempt from Victorian taxes (Sec. 14 (x)). 
Fees, commissions, income from a trade, business or profession, 
whether derived as a sole trader or in partnership, and profit from 


sale of land, leases, or-shares-are-subjett to Victorian taxes only when 


derived from Victorian sources. 


Income as a Beneficiary in an Estate 

Victoria differs from the Commonwealth and other States in its 
treatment of the income of a beneficiary. The latter treat the income 
received by the beneficiary as following the source of the income to 
the estate. Victoria alone treats the income derived by a beneficiary 
of an estate as income from property in all cases except those in which 
the beneficiaries are actively engaged in carrying on the estate business. 
It would be difficult to establish that a beneficiary was actively engaged 
in carrying on a business when he was resident out of Victoria, and 
the trust estate business was carried on in Victoria. It may be safely 
assumed that practically all income derived by a non-resident beneficiary 
from a Victorian estate would be treated as income from property. 


Income from Property 


All income from property derived by a resident, whether received 
from Victorian sources or not, is subject to special income and 
unemployment relief taxes. There is provision for a reciprocating 
arrangement with other States, whereby residents of those States are 
to be exempt from the above taxes, although still subject to ordinary 
income tax. So far, the only States which have taken advantage of 


this reciprocity are— 

1. New South Wales and . 

2. South Australia, in respect of dividends only. 

There is no special provision regarding rent, so that the liability 
of non-residents is confined to rent derived from Victorian property. 
As mentioned above, residents of New South Wales are exempt from 
Victorian special income and unemployment relief taxes on this income, 
but are subject to ordinary income tax on it. However, they are liable 
to N.S.W. social services tax thereon. 

The same applies to dividends and bonus shares, except that all 
dividends and bonus shares are exempt from ordinary income tax. 
Residents of South Australia deriving dividends or bonus shares from 
Victorian companies or companies with a Victorian register of share- 
holders are exempt from Victorian special income and unemployment 
relief taxes. 

Interest 

Australian Consolidated Loan interest is exempt from all Victorian 
taxes where that interest has been declared by the prospectus to be 
so exempt. Interest on debentures, stock and Treasury bonds issued 
by the Victorian Government is also totally exempt. 

Interest on bonds, debentures, stock and Credit Foncier debenture 
stock issued by the State Savings Bank of Victoria is subject to 
unemployment relief tax only. 

Interest on bonds, debentures or stock issued by any public or 
municipal trust or corporation in accordance with an Act of Parliament 
is exempt from all Victorian taxes if such loans were issued prior to 
3lst December, 1935. 
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Mortgage interest is subject to Victorian tax in proportion to the 
extent to which the property mortgaged is situated in Victoria. 

Further notes on interest paid by companies appear later. 

A person who is liable to pay royalties under any contract with a 
non-resident of Australia is required to furnish the Commissioner with 
a statement of the amount so payable before paying any amount to 
the non-resident. The Commissioner will inform him of the amount 
of tax to be retained. In many cases the payor is simply furnished 
with an assessment and made the agent of the payee in the following 
financial year, if he fails to furnish the necessary statement as set out 
above. 

There are no other special provisions relating to royalties, annuities, 
premiums for leases granted, assigned or surrendered, share of 
partnership income from property, income as a beneficiary—except as 
mentioned previously—and other income derived by a non-resident 
from Victorian sources. 

That part of an annuity which represents the purchase price to the 
extent to which that price has not been allowed or is not allowable as a 
deduction in assessments for income tax purposes in Victoria is exempt 
from Victorian income tax. 


Deductions 

Expenses necessarily incurred in the production of assessable income 
are allowable deductions to the extent to which they are not of a 
capital, private or domestic nature. 

Gifts to public hospitals, public charitable institutions, public 
universities and public educational institutions subsidised by the State, 
gifts to certain funds, and gifts of £20 or more for competitive 
educational scholarships, etc., are allowable deductions. However, the 
fund or institution must be Victorian and the deduction allowable is 
not to exceed the net income. Thus, if in one year there is £500 net 
income from Victorian sources and the taxpayer makes a gift of £1,200, 
the difference cannot be carried forward and allowed as a loss in future 
years’ assessments. 

Deductions for wife, children, medical expenses, funeral and 
cremation expenses, life insurance and superannuation contributions, 
and calls paid to Victorian mining companies are allowable only to 
persons domiciled in Victoria. These deductions, other than the last- 
mentioned, are allowed for ordinary income tax purposes only. 

The statutory exemption is also allowable for ordinary income tax 
purposes only. The exemption allowed to residents is £200 up to a net 
income of £500, then tapering off until it vanishes at £600 income. The 
statutory exemption allowed to non-residents is £50 less £1 for everv 
£1 increase of income above £50, thus vanishing at £100 income. 
Although they are exempt from ordinary income tax, dividends less 
expenses incurred in producing them are to be taken into account in 
arriving at the amount of statutory exemption allowable. 

When a taxpayer resides in another State, and owing to the 
insufficiency of income derived in that State the taxpayer does not secure 
the full benefit of the concessional deductions, i.e., those for wife, 
children, etc., and statutory exemption in his home State, he is entitled 
to such deductions as the Commissioner considers reasonable. For 
example, if a taxpayer receives £80 income from his home State and 
£250 from Victorian sources, and he supports a wife and child, the 
Commissioner would probably allow a deduction from Victorian income 
calculated as follows: 
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Deduction for wife and child .. .. .. .. .. £100 
EE EE 

£300 
Less income derived in home State .. .. .. : _80 
Deduction under Section 73 .. .. .. ...... £220 


— 
== 


The taxpayer would thus have a taxable income of £30 (£250-£220). 

When a taxpayer incurs a loss in Victoria, such loss may be carried 
forward and deducted from profits in any of the three succeeding years. 
However, if exempt income is derived from Victorian sources, the loss 
must firstly be set off against the net exempt income. For ordinary 
income tax purposes dividends are exempt income, provided that they 
are received from Victorian sources. The source of a dividend is usually 
determined by the situation of the share register on which the taxpayer’s 
name appears as a shareholder, and not necessarily the place where the 
business is carried on, or situation of the head office. Where a company 
receives income from more than one State, only that part of the dividend 
which is paid from Victorian income should be regarded as derived from 
Victorian sources. 

Goods Sold in Victoria 


In determining whether goods are sold in Victoria or not, the test 
to be applied is that of instrumentality. If the taxpayer or his agent or 
representative is instrumental in effecting a sale while that person is in 
Victoria, then the taxation authorities regard the sale as being effected 
in Victoria. Sales effected by means of correspondence conducted from 
another State are not regarded as being of Victorian origin. 

If goods are manufactured outside Australia and exported to Victoria 
by the manufacturer and sold, the profit is arrived at by taking the 
total Victorian sales, and deducting therefrom the wholesale price for 
which goods of the same kind and quality could be purchased in the 
country of origin, and the cost of transport to and sale in Victoria. 

If goods are manufactured outside Australia and exported to Victoria 
by a merchant, the profit is taken to be the sale price, less purchase 
price and cost of transport to and sale in Victoria. 

Goods manufactured in Australia and sold in Victoria are treated 
differently. Manufacture and sale are treated as separate operations, 
two-thirds of the profit is regarded as being applicable to the manufac- 
turer and one-third applicable to the sale. In the case of a merchant 
whose head office is situated out of Victoria, one-half of the profit is 
deemed to be derived in Victoria and one-half in the State where the 
head office is situated. The formulae adopted are: 

1. Goods sold in Victoria by a manufacturer— 
Victorian Sales 


One-third of Total Sales 


2. Goods sold in Victoria by a merchant— 
Victorian Sales 
One-half of 
©" “Total Sales 
Where it is shown that a branch of a non-manufacturing business is 
substantially self-controlled, the whole of the profit of that branch is 
deemed to be derived in the State in which it is situated. 
If a person derived income from coalmining or primary production, 
i.e., production resulting from cultivation of the soil or maintenance of 
animals for the purpose of selling them or their bodily produce, and the 





of taxable income from sales of goods. 


of taxable income from sales of goods. 
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production of those goods is effected out of Victoria and the sale is 
effected in Victoria, no part of the profit on those sales is subject 
to Victorian tax. 

Expenses regarded as being purely head office expenses of companies, 
e.g., directors’ salaries, are allowable in proportion to assessable income 
derived in and out of Victoria. 


Interest Paid by Companies 

A company which pays or credits interest to any person who is not 
a resident of Australia 

(a) on money secured by debentures and used in Victoria, or used 
in acquiring assets for use or disposal in Victoria ; 

(b) on money lodged with it at interest in Victoria; 

(c) to debenture holders who hold debentures payable to bearer, the 
names and addresses of whom are not supplied to the Commis- 
sioner by the company 

is liable to pay tax on the amount of interest so paid or credited. 

In cases (a) and (b), the rate of tax is at present 1/4 in the £, and 
there is no unemployment relief or special income tax payable by the 
company. In case (c), the rate of tax is the combined ordinary property 
income, special income and unemployment relief tax rates applicable to 
the total amount of interest so paid. Further information about tax on 
bearer debenture interest is given in the November, 1940, issue of 
this journal, to which interested readers are referred. 

In cases (a) and (b) where a company establishes that a person can 
enforce payment of interest without deduction of tax and the money 
was lodged at interest before January 12, 1937, or the debentures were 
issued prior to that date, the tax is not payable. Such persons can 
usually enforce payment when the contract governing the loan was 
made out of Australia, as Australian laws cannot usually be applied 
outside Australia. 

Where the recipient pays an assessment in which is included interest 
on which tax has been paid by a company, the recipient is entitled to 
a deduction in his assessment of the proportionate part of tax so paid. 


Overseas Ships 

The owner or charterer of a ship whose principal place of business 
is out of Victoria is subject to tax on five per cent. of money received 
for carriage of passengers, live stock, mails and goods shipped in 
Victoria, whether that amount is payable in or out of Victoria. 

The master of the ship, or agent or other representative in Victoria, 
is liable to make a return and pay the tax. The Collector of Customs 
has power to detain the ship until the tax has been paid. 


Film Business Controlled Abroad 

Thirty per cent. of gross receipts from a business of distributing, 
exhibiting, exploiting, leasing or licensing motion picture films is 
regarded as the net income of a non-resident who carries on a business 
of this nature in Victoria, unless it is proved to the satisfaction of the 
Commissioner that that amount should be varied. The following persons 
are brought within this part of the Act— 

(a) persons resident out of Australia ; 

(b) companies, a majority of whose shares are held by or on behalf 

of persons resident out of Australia; or 

(c) companies, holding directly or indirectly a majority of shares 

in an Australian company. 
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Any person carrying on business in Victoria who enters into any such 
contract or agreement with a non-resident, shall be regarded as the 
agent of the non-resident for all purposes of the Act. He must not 
transfer any such income to the non-resident until satisfactory arrange- 
ments for payment of the tax are made. A penalty of not more than 
£100 and the amount of tax payable are the agent’s liabilities for 
contravention of the Act. 


Insurance with Non-Residents 


A person who resides out of Australia, and who undertakes liability 
under any insurance contract relatipg to property in Victoria, or any 
event which can happen only in Victoria, is liable to tax on 10 per cent. 
of the insurance premiums receivable by him, unless— 


(a) the contract was made by a principal office or branch estab- 
lished by the insurer in Australia; or 

(b) the actual profit or loss is established to the satisfaction of the 
Commissioner. 


The insured person and any person in Victoria acting on behalf of 
the insurer are liable jointly and severally as the agents of the insurer. 
They are personally liable if any amount is paid or credited to the 
insurer before arrangements have been made to the satisfaction of the 
Commissioner for the payment of any income tax assessable to the 
insurer. 

The insured person is not allowed a deduction, in his own assess- 
ment, of any such premium unless satisfactory arrangements for pay- 
ment of tax due by the insurer are made. The insured person must 
furnish particulars as to the name and address of the insurer and the 
amount paid to him, in his own return. If the insured person satisfies 
the Commissioner that, on account of special circumstances, it is neces- 
sary that the rate of tax payable should be ascertained in the year in 
which the premium is paid, and not in the following financial year, the 
Commissioner may direct that the current year’s rate of tax be charged. 

A non-resident of Victoria with whom risks are re-insured by a 
Victorian insurer is not assessable on the premiums of re-insurance, 
and, conversely, the insurer is not allowed a deduction of the re-insurance 
premiums. 


Returns 


Returns must be lodged by non-residents or their agents. 

Returns must be lodged by or on behalf of companies which carry 
on business in Victoria or derive any income from Victorian sources 
not later than August 31 each year. 

Persons deriving income from a business, partnership or trust 
estate must lodge a return on Form A by August 31 each year if the 
gross income from Victorian sources amounts to £50 or more. Returns 
for partnerships and trust estates must also be lodged irrespective of 
the amount of the income from Victorian sources. 

Persons deriving income from other sources must lodge a return 
on Form B by July 31 each year if the gross income from Victorian 
sources amounts to £50 or more 

If difficulties are experienced in lodging returns by the above- 
mentioned dates, an application for extension of time to lodge returns 
can be made to the Taxation Department. The address of the Victorian 
office is 436 Lonsdale Street, Melbourne. 
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Correspondence 
War SPENDINGS 
The Editor,—The Australian Accountant. 
Dear Sir, 

The Australian President (Mr. A. A. Fitzgerald), in his address 
at the annual general meeting of the Commonwealth Institute of 
Accountants, added a notable contribution to his already splendid 
efforts in the cause of Accountancy Research. 

His remarks on spending or non-spending as a contribution to war 
effort, however, exposed his defences to the Panzer battalions of finan- 
cial critics. As if this invitation was not apparent, the President 
displayed his monetary flanks to critical hordes in his comments on the 
“Guns or Butter” policy of the Germans. 

Space will require that criticism be restricted to one subject-—non- 
spending as an aid to war effort. 

It may be said at the outset that the objective aimed at by nen- 
spending was the diversion of men, resources and money te the war 
effort. The end desired is a laudable one, but the methods sought to 
reach the haven are open to the gravest criticism. 

A recent comment on the attendance of 90,000 persons at a football 
match exposes the first weakness in the argument—restrain spending 
and thus aid the war effort. It was claimed these football fans should 
have been aiding in the war effort: what work they should have 
performed was not stated. It can be accepted that a large number of 
these people were workers in war and other allied industries seeking 
relief from the monotony of their work. 

Some of the courses open to aid in the war effort seem to have been 
—(a) this cosmopolitan army could be drilled, deployed and route 
marched, (b) engaged itself in trench digging, (c) resolved itself into 
a vast knitting camp. The absurdity of pursuing any of the proposals 
is so obvious that no comment is necessary. 

The cultural pursuits these fans might have resorted to are—(1) 
selective reading, (2) rhapsodise over the works of nature whilst taking 
hikes in bush or parklands, or (3) study the works of art in our great 
gallery. The fallacy of requiring the mass to engage in these intellectual 
pursuits can be answered by quoting from the comments of a notable 
film reviewer: A story to be acceptable to film producers must not be 
highbrow, or eyen mediumbrow, because the brows of about 90% of 
film audiences are so low that a worm would bump his head if he tried 
to walk underneath them. 

It is fallacious to endeavour to guide or direct the mass of the people 
from the intellectual level of the best accountancy thought. 

The barrackers might have enjoyed themselves and at the same time 
have contributed more to the win the war effort by having their admis- 
sion and refreshment moneys more heavily taxed. The late Lord Stamp, 
in one of his many essays, pointed out that the wisest form of 
taxation was that which curbed intemperance (sport, drink, betting and 
other entertainment), and that this objective is gained by enabling the 
addicts (sic) to have less of each indulgence by, as it were, increasing 
the cost of each “shot” of wilfulness. 

The mass of the people must be amused in their leisure time or their 
morale will be undermined. Britain, under the blitz. night after night, 
permits golf, horse and dog races, together with pictures and music hall 
entertainment to proceed at full blast, for the quite good reason that 
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it was a form of emotional escape from the Terror and the long hours 
of work. 

Germany has only slightly reduced the pre-war form of entertain- 
ment. Beer (ersatz though it might be) is being drunk in Germany as 
is the real thing in Britain, in vastly increased quantities. Dog and 
horse racing was never a failing of the Germans, so that the fact that 
most of the dogs and racehorses have been killed off to save food is no 
reason to praise the enemy for his forbearance. 

Turning to the only other aspect of the argument—spend less and 
divert resources and men to the war effort—the claim falls flat when 
it can be said, as to resources and plant, the Government is empowered 
and is, in fact, using any suitable plant in luxury and other non-war 
production businesses to the extent that it is suitable for the production 
of war supplies. 

If men who are skilled enough to aid the war effort are required, it 
can be said that the wages offered are already sufficient to induce these 
people to leave their usual employment and to engage in the higher paid 
war work. A suggestion that the factories should be shut down by a 
luxury boycott is not reasonable. The bulk of the persons employed 
in these businesses are not suitable for any other business than that in 
which they are engaged. 

Any plan to heartlessly send these useless workers into the streets 
when they cannot be absorbed in the war effort is cruel and ill-conceived. 
It would be just as reasonable to close down on auditing, as it is not in 
any way necessary to aid in winning the war. Some of the petty cash 
might fly, and a few wrong entries might be made, but that could not 
retard the war effort. A large number of healthy young men would, 
however, be released for munition work, however useless they might be. 

As it is so obvious that proposals to curb spending are ill-timed and 
out of season, I will quote finally the opinion, taken from the cable news 
of May 14, 1941, of Professor Irving Fisher, one of the world’s soundest 
scholars on taxation and finance: 

“The Government of the United States should tax only that portion 
of a man’s income which he spends, and thus encourage savings and 
capital investments, a complementary part of the plan being heavy death 
duties.” Professor Fisher argues that income taxes, as at present, 
deplete savings, and thus, in the long run, diminish the Government’s 
return from income and estate taxes. 

“Present income taxes eat up the seed corn instead of planting it,” 
the professor states. “A spendings tax would encourage people to spend 
less luxuriously.” 

The present criticism of spending is having a serious effect on the 
investments and the livelihood of a vast army of people, and, as it is 
opposed to logic, it is submitted that some restraint should be placed on 
such remarks. 

I hope you will be able to find space to print this letter. 

Yours faithfully, 
Melbourne, C. C. PEACE. 
16/5/41. 


TRANSFER OF RESOURCES 


The Editor —The Australian Accountant. 
Dear Sir, 

To say that economists have been surprised at the reactions from 
responsible business men to the plea made by the Australian President 
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that we should immediately cut down spending on non-essentials, is to 
put the matter mildly. Frankly, sir, if men of the training and 
experience of accountants are unable to realise the difficulties of our 
position, we have little hope that the people in general will realise that 
we are individually pursuing suicidal policies. 

Most opinions, dressed with appropriate quips and drolleries, entirely 
miss the point of our dilemma, which is simply this: 


1. There is £900,000,000 of national income, of which the Govern- 
ment must have £220,000,000 for the war effort in 1941-42, in 
addition to £90,000,000 of ordinary expenditure. 

The result of the rise in the spending power of the community 

has been to increase the volume of money seeking to be spent on 

goods of all kinds, especially semi-luxury goods and services. 

3. The effect of government spending is to increase very rapidly in 
the immediate future the demand for raw materials, labour and 
capital for producing war goods. 

4. Thus we have both the Government and the public demanding 
more goods from a fixed supply of resources at the same time. 
Multiplying credit will not multiply resources, especially labour. 

5. The only question to be answered is this: Which is the more 
urgent need, the equipment for lack of which British troops have 
been forced from field after field, or the goods and services 
civilians can do without for a time? 

6. No amount of ridicule will alter that choice in the least. If we 
choose to employ more labour, capital and materials on a greater 
supply of non-essentials, the troops will lack their aeroplanes as 
they did in Greece. There is no alternative. 

Yours faithfully, 
G. L. WOOD. 


to 


University of Melbourne, 

22/5/41. 

EXAMINE THE EXAMINER 

The Editor,—The Australian Accountant. 
Dear Sir, 

A plea is made that examination papers be referred to an examiner 
for examination before such papers are handed to examinees. 

In a recent law paper we found the following questions: 


1. Contracts are said to be unilateral or bilateral. Give an illustration 
of each. 

2. Give briefly an epitome of the rules as to acceptance of a contract. 

Three years ago Mr. J. A. L. Gunn introduced us to A. P. Herbert, 

or, more accurately, to his book called What a Word! Since then many 

students have read the book and enjoyed it. On page 20 we have read: 


Unilateral Pact or Treaty 


The essence of a pact being an agreement between two or more 
parties, a “unilateral,” or “one-sided” pact, is raving nonsense. 

Of course, “A. P. H.” is a humorist, but he is also a serious believer 

in clear English. Examination questions are not jokes and they seem 
to require plain English. 

“Give briefly an epitome” was unnecessarily bothersome—the student 

wrestled with himself to produce the condensed condensation, or the 

“bovrilised bovril” ! 
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Someone is not doing his job here. Let us have plain English; that 

js, surely, a reasonable request. 
Yours faithfully, 
Melbourne, P. HOSKING. 
24/5/41. 
Wuat Type or Cost 1s INTEREST? 
The Editor,—The Australian Accountant. 
Dear Sir, 

Mr. Irwin’s article in the May issue of The Australian Accountant 
prompts one to associate Accounts’ classification with his subject. 

Any interest falling under the heads given in (a), (b) and (c) 
indicates a shortage of Shareholders’ Funds to the extent of money 
borrowed and upon which interest is payable. 

Does it not appear reasonable to suggest then that any charge for 
interest so incurred be apportioned in parts proportionate to surplus 
moneys required for the various groups of assets, e.g., floating, fixed, 
intangible and monthly disbursement requirements ? 

Yours faithfully, 
L. W. CHANT. 
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Some “Aspects of Price Control in Australia 
By A. McK. Histop, F.c.a. (Aust.) 


The Price Control scheme in Australia has been designed to prevent 
profiteering and to minimise the probable inflation of the Australian 
price structure in response to overseas influences. Profiteering includes 
such anti-social activities as cornering and hoarding of supplies, specula- 
tive dealings, etc., as well as the charging of exorbitant profit rates. 
Overseas influences are important, because of Australia’s close connec- 
tion with the world economic system. Through the large import and 
export trade of the Commonwealth, overseas movements would be 
directly transmitted to our local economy unless special measures are 
taken to offset them. At the present time, due to a variety of factors such 
as special war demands, interruptions to supplies, etc., the world trends 
are towards increased costs and an inflated price structure, with the 
result that our import and export prices are rising. If no action were 
taken, Australian prices would move pari passu with world prices and, 
working through the prices of basic commodities, the cost of living and 
the basic wage, a rising spiral of costs and prices would be initiated. 

In view of the experience of the last war, it was eminently desirable 
that Australia should endeavour to avoid the possibility of a catastrophic 
fall in prices at the end of the war by minimising as far as possible the 
upward movement during the war. In addition, a rapidly rising price 
structure inflicts hardships upon the working class, owing to the unavoid- 
able time lag in the cost of living adjustments to the basic wage. It is 
impossible, however, to achieve complete stability of prices. The follow- 
ing elements of increased costs are unavoidable :— 


1. Increased prices overseas for Australian imports. 

2. Increased shipping freights and the incidence of War Risk Insur- 
ance. 

3. Increased costs of exchange due to the depreciation of sterling 
and Australian currency in terms of dollars and other non-sterling 
currencies. 

+, Increases in the cost of commodities formerly imported and now 
produced under higher domestic costs. 

5. Increases in Sales Tax, Customs and Excise Duties. 


A Prices Commissioner is unable to limit the rise in the landed cost 
of imports. The most that he can do in this direction is to ensure that 
the increases in prices to the Australian consumers represent only a 
reasonable passing on of the increased landed costs. This contributes 
to the efficiency of the Australian economy and protects the consumer 
from the charging of exorbitant profit rates. 


Early Measures 


Immediately after the outbreak of war a sub-committee of Cabinet 
reported on September 7, 1939, and recommended that the Common- 
wealth should take power to control the prices of all commodities and 
services. This recommendation was adopted. As there was no Common- 
wealth Price Control authority then in existence, it was necessary to 
take immediate steps to hold the position until an authority could be set 
up. This was done by the issue of a prices order on September 8, 1939, 
under the authority of the Defence (National Security General) Regu- 
lations. This order and its subsequent variations laid down that for cer- 
tain specified goods the prices (wholesale and/or retail) current on 
August 31, 1939, should be the maximum prices, and increases were to 
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be allowed only after special application setting forth the reason had been 
lodged. The promptness of this action was of inestimable value, for it 
not only checked the actual and anticipated rise in the prices of the goods 
specifically named, but also gave a clear indication to the business com- 
munity that prices were not to be increased unless it was absolutely 
unavoidable. The general intangible effect was probably of more import- 
ance than the control of the specific commodities. 

It was realised, of course, that the prices could not be held permanently 
at the August 31 levels, and it was not the object of the order to do so. 
The main consideration was to hold the position until a permanent 
authority could be established. 

In dealing with the long-term problem the Cabinet decided that there 
should be a Commonwealth Prices Commissioner and two honorary 
advisers. The plan recommended was that the Minister should “declare” 
the goods and services which it was desired to subject to price control, 
whilst the Commonwealth Prices Commissioner should determine the 
maximum prices chargeable for such goods and services. A Premiers’ 
conference was held on September 9, 1939, and the following resolutions 
were adopted : 

1. That any existing Commonwealth or State instrumentalities for 
fixing prices be as far as possible retained, subject to the determina- 
tion of the Commonwealth Price Controlling authority. 

2. That the Prices Commissioner in Queensland be appointed as agent 
for the Commonwealth in Queensland. 

3. That in the five other States, Prices Commissioners be nominated 
by the State Governments for appointment as agents for the Com- 
monwealth. 

4. That the agents of the Commonwealth in the State shall exercise 
such powers and functions as are conferred on them by the Com- 
monwealth, and shall consult with State instrumentalities dealing 
with fixation of prices, and make recommendations to the Common- 
wealth Price Controlling authority concerning the prices of commo- 
dities referred to the Prices Commissioner by the Commonwealth 
Government. 

5. That State Price Fixing authorities be free to take such action as 
their State Government think fit outside the Price Control in 
operation by the Commonwealth. 

6. That the co-operation of trade associations and consumers in all 
States be sought in implementing the scheme of Price Control. 

7. That the Commonwealth Government will consider requests by the 
States to refer to the Commonwealth Price Controlling authority 
the question of fixing the price of any commodity specified by the 
State. 

8. That the scope of price fixation include the rationing of com- 
modities where supplies are deficient. 

9. That the scheme of Price Control include the consideration of 
quality in relation to the price charged, and where the Prices Com- 
missioner is satisfied that goods of inferior quality are being sold 
at excessive prices, he may determine a lower price for such 
goods. 


This, then, was the general approach to the problem of long-term 
policy, and it was decided that the details of the powers and functions of 
the Price Control authority should be prescribed by regulation. Accord- 
ingly on September 28, 1939, the National Security (Prices) Regula- 
tions were issued. 
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The first appointment to the authority was that of Professor Douglas 
Berry Copland, c.m.c., Dean of the Faculty of Commerce in the Univer- 
sity of Melbourne, and his first advisers were Sir Reginald Marcus 
Clarke, K.B.E., of Sydney, and myself. This year the number of advisers 
has been increased to three by the appointment of Mr. M. J. Lasry, 
formerly General Manager in Australia for Louis Dreyfus & Co., 
wheat merchants. One of the first duties of the Commissioner was to 
organise his staffs in the various States as well as a Central Administra- 
tion at Canberra. The Commission was fortunate in securing as its first 
Secretary Mr. M. E. McCarthy, formerly Secretary of the Tariff Board, 
and he, with the assistance of a very capable staff, has had much to do 
with the success of the Commission’s activities. Prior to this appoint- 
ment, Mr. McCarthy had a wide knowledge of trade and industry in 
Australia, as well as the handling of staffs, etc., and his services have 
been most valuable. 

The State Commissioners were appointed after careful consideration 
of the qualifications of men available, and here again we were most for- 
tunate in the selection of the men to carry out this important part of 
war-time activity. In Victoria the choice of Deputy Commissioner fell 
upon Mr. H. E. Bishop, one of the senior State taxation investigation 
officers, and he, with a capable staff of officers obtained from various 
departments of the Commonwealth and State, and the assistance of an 
advisory committee drawn from commerce, manufacturers, wholesale 
traders, consumers, Trades Hall representatives and primary producers, 
has been able to hold the position in Victoria very well. 

The Commissioner and his deputies have been given very wide powers 
of investigation in order that they shall have all information necessary 
to perform their functions. They are able to summon witnesses, take 
evidence on oath, require production of documents, books and papers 
and require persons to supply them with information and returns such 
as they may require at any time. They also reserve power to enter 
premises and to inspect books and documents. These investigations are 
applicable to any goods and services whatever, whether the goods have 
been “declared” by the Minister or not. 

Regulations also provide that the Minister, after receipt of a report 
from the Commissioner, may requisition the supplies of any specified 
goods in the interests of public safety, or for maintaining supplies and 
services essential to the life of the community. If the Commisioner 
reports that any person is holding goods, whether “declared” or not, 
with intent to restrain trade, or is refusing to sell “declared” goods at 
the fixed maximum price, then the Minister has power to make an order 
that the goods be forfeited. 

The offences under the regulations may be listed as follows : 


1. Refusal to furnish information or the giving of false information. 
(Regulation 11.) 

2. Failure to supply returns as required. (Regulation 15.) 

3. Prevention of the Commissioner, a Deputy Commissioner, or an 
authorised officer from entering upon any premises and inspecting 
books and documents. (Regulation 14.) 

4. The making of a profit on transactions in “declared” goods as 
between wholesaler and wholesaler. (Regulation 19.) 

5. The selling or offering for sale of any “declared” goods at a 
greater price than the maximum price fixed. (Regulation 20.) 

6. The offering to purchase “declared” goods at a greater price 

(whether by way of premium or otherwise howsoever) than the 

fixed maximum price. (Regulation 22.) 
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7. The refusal to sell “declared” goods at the fixed maximum prices. 
(Regulation 24.) 

8. The alteration of the size of containers or quantities or ingredients 
of “declared” goods with a view to the avoidance of the fixed 
maximum prices. (Regulation 25.) 

9. Speculation in any goods. (Regulation 26.) 

10. The holding or buying up of any goods with intent to corner the 
market or restrain trade therein. (Regulation 27.) 

11. The attempt to dispose of or in any way deal with goods which 
have been requisitioned by the Minister. 


Methods of Control 


Regulation 18 empowers the Commonwealth Prices Commissioner to 
fix and “declare” the maximum price at which any “declared” goods 
may be sold. The problem was how to give effect to this regulation. 
Broadly speaking, there were two possibilities : 


1. An elaborate scheme involving the fixation of specific maximum 
prices for each and every commodity and every subdivision of 
commodities and further involving the fixation of a new selling 
price for each and every item whenever costs altered. 

2. A general system of price supervision, with power to fix specific 
prices held in reserve. 


The fixation of specific maximum prices is practicable and effective 
in respect of many classes of goods, and indeed may often be essential, 
but as a general principle upon which to function it suffers from many 
defects. It is definitely unsuitable for many goods such as retail sales 
and seasonal goods, and the amount of administrative and investigatory 
work which it entails is enormous. The result would be great expense 
to the Government and much .undesirable delay and interference with 
the operations of industry and commerce. On the other hand, elabora- 
tion of a general scheme or set of principles which would apply to all 
businesses is also impossible. Accordingly the Commissioner decided on 
a combination of the alternatives—firstly, there is the general power to 
fix specific prices if necessary ; secondly, a general scheme was gazetted 
to enable the determination of the maximum prices of most “declared” 
goods without the necessity for a specific prices order. This body of 
principles was detailed in prices regulation Order No. 2, later amended 
by Order No. 100. 

The production of this general prices order has this further advantage 
—it gives a clear indication to the community at large of the lines upon 
which the Commissioner is working and enables traders and manufac- 
turers whose products are not specifically controlled to adopt the 
principles voluntarily. The value of this indirect influence is accentuated 
by the fact that, under Regulation 15, the Commissioner and Deputy 
Commissioners have power to investigate the prices at which any goods 
(“declared” or not) have been or are being sold. The existence of a 
system of investigation itself has a deterrent effect and may be 
supplemented by the method of negotiation after investigation. Ex- 
perience in Queensland has shown that this is very effective in ensuring 
that the prices approved by the Commissioner are observed. If the 
approved prices are not observed, then the Minister may “declare” 
the goods and so take price policy out of the hands of the offenders 
in order that the Commissioner may control it. Thus it will be seen 
that the influence of the price control authority is by no means limited 
c 
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to the list of “declared” goods. If anything, the indirect influence is 
more persuasive than the direct. 

To summarise, it may be said that three main methods of control 
have been adopted: 


1. Specific prices orders are issued for certain “declared” goods. 

2. The provisions of prices regulation Order No. 2 or No. 100 are 
applied to all other “declared” goods. 

3. The prices of non-“declared” goods are investigated and reason- 
able prices obtained by negotiation. 


The maximum retail prices for goods held for a sale by a retail 
trader are fixed at the wholesale cost plus the profit margin added by 
that trader on the prescribed date, which is usually August 31, 1939 
(paragraph 10). A retail sale is defined by Regulation 23 as a sale toa 
person for the purposes of consumption or use. This definition is 
important and may be illustrated by the sellers of dental supplies. 
Where a trader sells these goods to a dentist for use in his practice then 
such a sale is regarded as a retail sale. 

The reasons lying behind this principle of cost plus normal profit 
margin for the retail trade are various. Firstly, we have the undoubted 
complexity and intricacy of the retail trade, handling as it does many 
thousands of lines. The specific fixation of every retail price or alter- 
natively the general application of the averaging principle, as explained 
later, would be liable to result in chaos. Secondly, it should be remem- 
bered that the retail sale is only the final link in a long chain of 
production. It is obvious that effective control in the early stages of 
production is more than sufficient to ensure that a cost plus normal profit 
principle for retail sales is adequate to protect the consumer from 
profiteering, and at the same time achieve the broad economic objective 
of the Price Control Scheme. Thirdly, the forces of competition are 
strongest at this point and may be relied on to do their most effective 
work there. It is realised, however, that in certain retail business it 
may be desirable to apply the averaging principle, and accordingly the 
Commissioner has consented to receive applications for this purpose. 

For the earlier stages of production something more is required, for 
it is there that both the avoidable and unavoidable increases in costs are 
most likely to arise. Accordingly paragraphs 3, 4 and 5 of Prices 
Regulation Order No. 2 or 100 lay down a set of principles for the 
close regulation of wholesale prices. The word “wholesale” is used with 
the meaning given in Regulation No. 23, i.e., “wholesale shall be 
deemed to refer to the sale or supply to a person for the purpose of 
resale.” The automatic effect of these paragraphs is that as soon as 
goods or services are “declared” the maximum price is fixed at the basic | 
price (provided that no specific prices order is issued). The basic price 
is defined as the price charged for sale, on the prescribed date, at the 
same place and on the same terms and conditions, of goods substantially 
identical in quantity and quality together with any increase subsequent 
to the prescribed date, in freight or insurance in respect of transporting 
those goods by sea. In other words, the first effect of Prices Regulation 
Order No. 2 or 100 is to peg the prices at those ruling on August 31, 
1939, together with any of the increased charges mentioned above. For 
many reasons, however, it is possible that, quite apart from unavoidable 
increases in cost, the basic price so determined may be inequitable either 
to traders or consumers. For example, owing to abnormal competitive 
conditions, the prices ruling on August 31, 1939, may have been either 
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unduly low or unduly high. Accordingly, paragraph 13 gives the 
Commissioner power to vary the basic price in order to remedy such 
conditions. Alternatively, he may vary the prescribed date. This, how- 
ever, does nothing to solve the problem of unavoidable increases in 
costs, a survey of which was made earlier. To meet this situation, 
paragraph 6 and the sub-paragraphs of paragraphs 3, 4 and 5 are 
provided. These lay down a basis upon which increased costs may 
enter into prices on an averaging principle. Average cost is defined as 
the cost ascertained by dividing the total cost of old stock and new 
stock by the total quantity of old stock and new stock. Cost to a trader 
is defined as the sum of money paid, or agreed to be paid, by the trader 
together with the expenses of freight, insurance and exchange where 
incurred, and for manufactured goods cost is the cost to the manufac- 
turer including such proportion of other expenses properly chargeable 
in respect of the goods before gross profit is ascertained. Having 
ascertained average cost in the manner defined above, traders and 
manufacturers are then allowed to add the profit margin ruling on the 
prescribed date and the maximum price permissible is thus determined. 
The order distinguishes three classes of commercial and industrial 
operations to which the averaging principle is to be applied, i.e., imported 
goods, goods manufactured in Australia and held for sale by a trader 
other than a manufacturer, goods manufactured or partially manufac- 
tured in Australia and held for sale by the manufacturer. The 
principle, however, is identical in all three cases. Averaging of costs 
may be performed every time new stock comes to hand. It should, 
however, be noted that a manufacturer may average costs at two 
points. He may average the cost of his raw materials in order to 
ascertain the cost of production of any particular group of units of 
output and he may average the costs of his stock on hand awaiting sale 
in order to determine his selling prices for that stock. There are, in 
addition, two important provisions made to meet special circumstances : 


1. Forward commitments. 
2. Goods imported on consignment. 


The cost of goods which a trader or manufacturer has purchased or 
contracted to purchase at a firm price may be taken into the averaging 
calculation provided that the goods are to be delivered within three 
months and provided that the Commissioner has signified his approval 
of the operation. Goods imported into Australia on consignment are 
subject to paragraph 3 in the same way as any other imported goods, 
but a special definition of landed cost is provided. Briefly, this states 
that the landed cost is that calculated by converting to Australian 
currency the invoice cost and other charges not expressed in Australian 
currency at the rate of exchange current on the date on which the goods 
are entered for home consumption or for warehousing in accordance 
with the provisions of the Customs Act 1901-1936. If the rate of 
exchange has altered by the time the goods are sold, then any gain 
caused by such variation must be subtracted from the maximum prices 
as previously determined and any loss may be added thereto. This, 
then, is the manner in which the averaging principle operates, but it 
must be noted that it cannot be applied until such time as the Commis- 
sioner names a date for the commencement of the averaging of the 
costs of old and new stock (paragraph 6). In determining what that 
date shall be, the Commissioner is guided by the quantity of stock on 
hand which was bought at pre-war prices. The Commissioner has also 
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reserved to himself the right to investigate any rate of gross profit and, 
if necessary, to fix a new rate, either higher or lower, than the rate 
ruling on the prescribed date. It is further provided that the averaging 
system, when adopted by any trader or manufacturer, shall apply 
equally to goods the cost of which is falling as to goods the cost of 
which is rising. All traders and manufacturers applying the averaging 
principle must keep adequate records and be prepared to furnish 
returns to the Commissioner in order to justify the calculations which 
they have made in pursuance of the averaging provisions. 

In general terms, the objective of the averaging principle is to 
provide a means whereby increases in costs can be taken into selling 
price over a period of time without undue disturbance to business, 
whilst, at the same time, affording the public adequate protection against 
increases in prices due to scarcity or profiteering. Certain increases in 
costs arising outside Australia are unavoidable—averaging provides for 
the gradual and orderly absorption of these increased costs. Every 
care has been taken to make the definition of cost, gross profit, and 
other terms consistent with recognised trade practices, and the order has 
been worded so that traders and manufacturers will have clearly before 
them the principles upon which price adjustments will be allowed. It is, 
of course, a compromise between the demands of some traders that 
prices should be based on replacement cost and the demands of the 
public that the cost plus profit principle should operate. Under the 
peculiar conditions of war time, neither principle could be permitted to 
operate in full. Replacement cost would mean unnecessarily severe 
shock to the economy and unnecessary distress to consumers. It would 
also provide a convenient cloak for the unscrupulous profiteer. On the 
other hand, the cost plus profit principle would severely curtail the 
working capital of all firms buying on a rising market and thus make 
it difficult to finance the incoming stocks. It is recognised that averag- 
ing does involve some change in normal business practice, but it is 
considered that in war time this is unavoidable. 

Some diversion of resources from normal business to war activities 
is essential, and if we are to avoid a depression similar to that which 
occurred after the last war it is necessary to do all possible to prevent 
any undue inflation of the price level. 

The averaging principle, however, does not exhaust the contents of 
Prices Regulation Order No. 2 or 100. The following special provisions 
are also made: 


a. Traders and manufacturers must not vary the prices indirectly by 
varying the terms and conditions on which they sell their products. 

b. Representative bodies may recommend to the Commissioner that 
a certain maximum price or prices be fixed for their section of 
trade or industry. This is to enable uniform price lists to be 
maintained where such has been the practice heretofore. 

c. Where the Commissioner is satisfied that it has been customary 
for a proprietary line to be sold at a uniform price throughout 
Australia he may at his discretion allow such practice to be con- 
tinued. 

Results of Averaging Order 


Prices Regulation Order No. 2 was issued on October 5, 1939, and 
it is unquestionable that the experience to date has demonstrated its 
soundness both from the viewpoint of the consumer and that of the 
trader. The benefits to the consuming public have been of great 
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magnitude. It is only necessary to survey the list of major imported 

commodities to prove this. Petrol, tea, lubricating oils, spare parts for 
motor cars, etc., have all registered moderate increases in price, but those 
increases are well below the actual cost of importing these commodities 
into Australia to-day. Even if world prices were to remain stationary 
at the levels already reached, and in many cases this is by no means 
improbable, it would be many months before prices in Australia rose to 
parity with the world prices. On the other hand, the business community 
realises that it does provide a working principle upon which to carry on. 
It is, in effect, only an extension of a principle which the normal forces 
of competition very often bring about in peace time. It is not the inten- 
tion to compel traders to carry on at a loss. To force this, of course, 
would be foolish, for it would only result in unemployment. It does, 
however, eliminate those windfall profits to traders which under war 
conditions are not socially desirable. The averaging principle does not 
attempt the impossible, for it does not refuse to admit the existence 
of unavoidably increased costs. It merely cushions the rise of prices in 
response to the increased costs and eliminates excess profits. 

The question of profits has also been tackled from another angle. 
In war time it is unavoidable that the community as a whole should make 
some sacrifice, and it is a well-established principle that those best able 
to bear the burden should make the greatest sacrifice. Applying this 
principle to the sphere of price control, it has been the policy of the Com- 
missioner to fix prices so that firms making good profits should be made 
to absorb some of the increased costs, or alternatively merely pass on the 
increased costs without adding the profit margin to that portion of the 
cost of the goods. Technically this has been done under Prices Regula- 
tion Order No. 2 or 100, but in practice it has rather been a matter for 
negotiation, and it is very gratifying to be able to report that the 
industries concerned have realised the equity of the principle and have 
willingly agreed to co-operate. 

In conclusion, I would like to assure you of the high regard in which 
the Commissioner is held by his colleagues and staffs throughout Austra- 
lia, and our belief that he will continue to give to Australia the benefit 
of his great ability and bring this most interesting and necessary 
piece of war work to a satisfactory conclusion. 





“Cee” 
By Louis Gotpserc, M.Com., A.I.c.A. 


Mr. Orthodox: Good afternoon, Mr. Iconoclast. 

Mr. Iconoclast: Good afternoon, Mr. Orthodox. How are you 
keeping? And the wife and family? 

(As it is no business of ours what the state of health and welfare of 
the characters’ respective wives and families is, we cannot be permitted 
to pry into their private affairs, so we discreetly turn our heads until a 
remark causes us to prick up our ears.) 

Mr. Iconoclast: You know, Mr. Orthodox, there are many terms 
— we accountants use without precisely defining what we mean by 
them. 

Mr. Orthodox: I don’t think there is any danger in that, because as 
accountants, we know sufficiently well what we are talking about and 
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the context in which we use a word or phrase is sufficient to make its 
meaning clear. 

Mr. Iconoclast: Frankly, I don’t quite agree with that statement. I 
think a great deal of confusion is caused because we don’t use our terms 
precisely. 

Mr. Orthodox: But my dear Mr. Iconoclast—— 

Mr. Iconoclast: Pardon me for interrupting, but my friends call me 
“. * 

Mr. Orthodox: Thanks. And mine call me “Ort.” 

(Well, if it’s good enough for them, it’s good enough for us. Besides, 
it will save paper.) 

Ort: Well, tell me any word or phrase whose use is confusing for 
this reason. 

Ike: There are plenty. For example, what do you mean by “cost”? 

Ort: “Cost”? Well, let me see—ahem. Cost is well—er—Oh, 
everybody knows what cost is. 

Ike: That’s just the trouble. When everybody knows what a word 
means it has a different meaning for everybody. 

Ort: Well what is the meaning of “cost”? 

Ike: First, let us consult a dictionary. Let me see, yes, here’s my 


trusty Webster. Let’s see what he says about it. . . . Here it is. He 
has six definitions of the word. 
Ort: Six? 


Ike: No less, and each of them different. Here they are :— 

(1) The amount or equivalent paid, or given, or charged, or engaged 
to be paid or given for anything bought or taken in barter or service 
rendered; charge; expense; hence, whatever, as labour, self-denial, 
suffering, etc., is requisite to secure benefit. 

(2) Loss of any kind; detriment; deprivation; suffering. 

(3) Expenditure; outlay, as of money, time, labour, etc. 

(4) That which has involved the expenditure of money, labour, etc.; 
a costly thing. (Obsolete and Rare). 

(5) pl. Law. In a general sense, expenses incurred in litigation. 

(6) Economics: That which is sacrificed to obtain anything. 

Ort: The last three of those definitions can be disregarded, however, 
because one of them is obsolete and the other two are specialized. 

Ike: That is so, but it still leaves us with three in common usage. 

Ort: Well there doesn’t seem to be very much difference between the 
various meanings, anyhow. 

Ike: Now, now, my dear Ort! Just look at them a little more closely. 
The first clearly involves the notion of a quid pro quo, the obtaining of 
some benefit in exchange for the outgoing. Contrast this with the 
second meaning whose fundamental notion is loss without compensation. 
The third is not altogether divorced from the first except that the vision 
of compensation is blurred to such an extent that it may be lost sight of 
altogether without impairing the meaning of the word. 

Ort: There may be something in that. 

Ike: So that if I am talking of costs in the first sense, while you are 
attaching say the second or third meanings, we are not talking about the 
same thing; we are not really discussing the same concept. 

Ort: Well how would you get over the difficulty ? 

Ike: I suggest that as there are three different meanings, we should 
use three different words. I should reserve the word “cost” for the first 
of the three meanings given by the dictionary ; that is I would use it with 
the connotation of a compensating quid pro quo. 
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Ort: And what would this quid pro quo be? 
Ike: I should say that fundamentally cost involves the acquisition of 
an asset. 

Ort: That sounds rather revolutionary don’t you think? 

Ike: Revolutionary only if you don’t think. I repeat that funda- 
mentally cost involves the acquisition of an asset. The asset acquired 
2 may be extinguished or used up over a short period or over a long period. 
From the point of view of the fundamental accounting equation 

Ort: Just a moment. What is the fundamental accounting equation? 

Ike: What, you don’t know that? Well it is simply this: that at any 
point of time for an enterprise having financial transactions, Liabilities 





t plus Proprietorship equals Assets. 
Ort: Oh, that’s just another way of saying that at any time you can 
? prepare a Balance Sheet. 


Ike: Exactly. Well, in the case of cost, from the point of view of this 
equation two transactions are involved. First, the acquisition of an asset 
j and the decrease of cash—that is, an exchange of assets. 

Ort: But not all costs are paid for immediately. The acquisition of 
the asset, as you put it, might involve not a decrease of cash, but the 
increase of a liability—to the credit or from whom the asset was acquired. 

Ike: I thought you might raise that objection. It is, however, really 
irrelevant, because such an increase in liability is simply a deferred claim 
upon cash. It merely means that cash is decreased not now but here- 
after. Hence my original statement stands—that the first transaction 
i involved in cost is the acquisition of an asset and the decrease of cash. 

Ort: I am not yet sure about the acquisition of an asset, but go on. 

Ike: Well the second transaction involved is the extinction of the asset 
acquired and a decrease in proprietorship. 

Ort: I might understand better if you gave me an example. 

Ike: I shall give you several. Take the expenditure of, say, twopence 
; upon a telephone call. This involves the acquisition of an asset in the 
’ form of the telephone service acquired as well as the obvious decrease 
of cash by the twopence; the asset is extinguished immediately, that is 
in the course of acquisition. The net effect is a decrease of cash and a 
decrease of proprietorship. 

y The payment of an insurance premium involves, in addition to the 
decrease of cash by the amount of the premium, the acquisition of an 
asset in the form of (say) a year’s protection against loss. This asset 
is extinguished in the course of the period of cover. If the accounting 
period coincides with the period of cover the net effect is a decrease of 
yf. profit, and the total amount of the premium is shown as an expense in 








f the accounts; if it does not, the amount of premium that has not been 
€ extinguished is shown as an asset—‘‘unexpired insurance premium”— 
. while the remainder, that is the proportion that is considered to have 
F been used up, is shown as an expense. 
) The purchase of plant involves, as before, a decrease of cash and the 
acquisition of an asset. In this case the effective life of the asset almost 
, invariably covers a number of accounting periods; the amount spent is 
: not charged as a cost in any one of these, but the extent to which it is 


considered to have been used up, that is, a proportionate extinction of 

the asset, is regarded as the “depreciation” of the asset for each period. 

d It can be seen that fundamentally there is no difference between the 
three examples given, and that each is equally a cost. 

Ort: I see the point you are driving at. But granted that cost involves 

these two transactions and that the purchase of a fixed asset is nothing 
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more than a deferred cost, what words are you going to use for the 
other two meanings given in the dictionary ? 

Ike: You remember that the second sense of the word “cost” is 
fundamentally that of “loss”? Well, why not use the word “loss,” to 
mean just that. In this case, I should say that, fundamentally, a loss 
refers to those cases where the second of the two transactions we 
previously noted takes place; that is where there is an extinction of an 
asset and a decrease of proprietorship. For example, a loss through 
a debtor’s account being uncollectible involves a decrease of the asset 
(debtor’s) and a decrease of proprietorship because there is no compen- 
sating quid pro quo—there is no acquisition of an asset involved. 

Ort: And the third? 

Ike: Well, that meaning, you remember, is simply “expenditure” or 
“outlay,” and you could use either of those words. They would have the 
restricted sense of immediate decrease of cash or other assets; that is, 
it would be only one point of the effects of the cost transaction. In 
other words, every “cost” would involve “expenditure” or “outlay” 
as the consideration for the acquisition of the asset. 

Ort: I see. Your argument could be summarised in this way. Look, 
I'll write it down as I see it now: 


1. Acquisition of Asset 
Decrease of Cash (Outlay) 
| COST 


Loss 2. Extinction of Asset 
Decrease of Proprietorship 

Ike: You’ve got it precisely. 

Ort: But, although I can see your point of view, there are some 
cases, I think, in which you would strike difficulty. Depreciation, I can 
see, is merely a cost deferred over a rather longer period than most other 
costs. But how would you classify rates and taxes? 

Ike: I should classify them differently. In the first place, municipal 
and water rates do involve a quid pro quo. In exchange for the outlay 
you get the maintenance of streets and roads, drainage and sewerage 
services, the supply of water, and so on: you yourself recognise this 
when you show unexpired rates as an asset in your Balance Sheet ; they 
are valuable services to your particular financial entity. I would, there- 
fore, regard rates as a cost. Secondly, however, income taxes do not 
belong to the same category. Certainly there are benefits which we 
get from our taxes—the maintenance of defence of the country, and 
social services of a great variety, but these are communal benefits ; they 
are common to all members of the community and there is no asset 
acquired which can be shown in a balance sheet. In my opinion, there- 
fore, income taxes are a “loss”—a decrease in cash accompanied by a 
decrease in proprietorship. That is the reason why some accountants 
show income tax as an Appropriation account item rather than as a 
Profit and Loss account item. In other words, we can regard income 
tax as a distribution of profit to the community in general which through 
the Government is always a silent partner or shareholder. 

Ort: Not very silent at times, either! And what about Land Tax? 

Ike: Land Tax is a capital tax, as opposed to Income Tax. It is 
nevertheless a loss, since again there is no direct benefit to the individual 
enterprise. 

Ort: Then there are Bad Debts and Provisions for Doubtful Debts, 
and Discount. Would they be costs or losses? 



































1941 THE AUSTRALIAN ACCOUNTANT 249 


Ike: Bad Debts clearly constitute a loss, since, as I pointed out earlier, 
they involve the extinction of an asset and a diminution of proprietor- 
ship. If the Bad Debts could be known in the same accounting period 
in which the sales from which they originate were made, we could regard 
them as a reduction of gross sales; the net amount being effective or 
income-producing sales. However, since the Bad Debts actually 
written off in any accounting period almost invariably were incurred 
in part at least during one or more previous accounting periods, it would 
not present a true result if we adopted this procedure. The familiar . 
procedure of providing for doubtful debts, however, is really just an 
attempt to achieve this result within a reasonable degree of accuracy, 
and it, too, is therefore a “loss.” 

Discounts allowed and Provision for Discount Allowable are a little 
more complex. For, in the first place, it may be considered that there 
is a quid pro quo for allowing discount—namely, the more immediate 
receipt of cash from a debtor than would otherwise be the case. In 
other words, the discount allowance is an inducement to the debtor to 
pay his account quickly. But, in the second place, if one regards the 
true price of the goods as being “the amount that a seller would accept 
for them at the date of receipt” it follows that the discount allowance 
is a reduction of the invoice price. Further, against the former attitude 
it may be argued with justice and logic that “there is no justification for 
regarding the sale price of goods as something more than the amount 
actually received for them.” As a matter of fact, this question of 
discounts was examined by a committee of the Commonwealth Institute 
of Accountants and its conclusions were published in The Australian 
Accountant of April, 1940. 

Ort: What were its conclusions? 

Ike: The position I have just put is one of its conclusions; that is, 
that discounts represent a reduction of sales income. And it went 
further to say that the total discount allowable should be regarded as 
such a reduction of income, but that as against that discounts not taken 
by debtors should be regarded as non-operating income. 

Ort: And would the treatment of discount receivable be consistent 
with this? 

Ike: Yes. The true cost of goods sold is measured by taking purchases 
at the invoice price less the discount allowance available; and discounts 
lost through the failure to pay creditors’ accounts by the due date should 
be shown, according to the committee, as a non-operating expense. 
Personally, I agree with this treatment, except that I should prefer to 
show the discounts lost as a non-operating loss, thus clearly indicating 
its nature as a “loss.” 

Ort: This treatment, however, still leaves the question of provision 
for discount unanswered. 

Ike: Actually that is not so, for if you deduct from sales the total 
discount allowable on them, there is nothing to provide against. 

Ort: I see. But to follow your arguments to their logical conclusion 
your Profit and Loss Account would appear quite revolutionary. 

Ike: Quite. But it would be logical and informative. In the first 
place, I should not prepare an account at all for presentation to the 
management or proprietors of an enterprise although there would be 
one in the ledger. Look at this skeleton form of what I prefer to call 
a “Revenue Statement” :— 
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Revenue Statement for year ended 30th June, 19.. 


Sales . 

Less Losses of Current ‘Income: 
Discounts Allowable .. ‘i eS 
Bad Debts of current year’s sales , 
Provision for Doubtful Debts on cur- 

rent year’s sales .. .. . 


Effective Sales .. .. 
Less Cost of Goods Sold: 
Stock on Hand at beginning of year .. 
Purchases .. , 
Less Discount ‘Receivable 
on Purchases ........ 


Less Stock on Hand at close of year .. 


a tf 
Less Selling Costs re eer ere ee 
Bevery COONS... 2. kc os ie ae 
Administrative Costs .. ...... 


Operating Profit .. .. 
Add Non-Operating Income : 
Discount not taken by Debtors .. .. 
Excess of Provision for Doubtful 
Debts over Bad Debts (incurred 
in previous years) written off, 
etc. . 4s, 65 ; 


Less Non-Operating Losses: 
Discounts Receivable lost .. .. .. .. 
Excess of Bad Debts (incurred in 
previous years) written off over 
Provision for Doubtful Debts .. .. 
oe 
eee ae 
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Net Profit current year available for distribution 


Ort: This is very interesting. But 

Ike: But what? 

Ort: Well, we’ve been preparing our accounts in our present form 
for so many years that I think I’ll stick to it. 

Ike: Ye gods! And I thought we accountants agreed that accounting 
was logical. 

(He swoons, overcome, and as it will probably take some time for 
him to come round, we shall leave him. I have no doubt that he will 
ultimately recover.) 
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Pitfalls in Standard Costing 


By A. J. GAIRNS, F.F.1A., A.A.LS., A.C.A.A. 


Having successfully installed a system of standard costs usually 
incorporated with the financial records, the costing section of a 
business is in a position to produce periodically information for 
management which is vital in aiding the conduct of the business. 
As each report is issued, the tendencies disclosed in earlier ones 
are confirmed. Perhaps a persistent loss in one department is 
revealed or maybe a deficiency only in the outlay on wages, or 
material or overhead for one department. On the other hand, profits 
may be unexpectedly disclosed, and a fund accumulated from this 
source. Whatever the results disclosed, management unfailingly insists 
“that something be done about it” as management, of course, has 
the right to insist at all times. It is regarding this instruction to 
the cost accountant, and the confusion which may possibly result 
from these changes, that I intend to deal with in this article. It 
is a process from my experience full of dangers and pitfalls which 
many may be inclined to ignore. In all cases, great care must be 
exercised. 


THE TECHNICAL VIEWPOINT 


This discussion is not directed at the duties of the cost accountant 
in the book-keeping sphere, but rather to that function known as 
“accounting for costs,” or, in other words, co-ordinating the data 
from the factory officials in the form of detailed standard costs. 
Standards are provided for labour and material and the overhead 


(both factory and administrative) is assessed according to the 
established rules of cost accountancy. These are the standards which 
are used to assess the value of factory production, and which are 
thus the direct medium by which factory profits or losses on production 
are calculated. The cost accountant in this particular sphere of 
his work is acting in a highly technical capacity and he must have 
the means of understanding and setting out the data supplied to 
him. It is obvious that some highly developed processes require 
an intelligent interpretation in figures, and the cost accountant 
must be able to follow through this section of his work in whatever 
form the article is produced in actual manufacture. The question 
I wish to ask at this stage, and subsequently to discuss, is “Just 
at what point does the technical data supplied by the production 
officials end and the compilation of the standard costs by the cost 
accountant begin? Furthermore, what degree of verification may be 
demanded by the costing department, and, if any investigation is 
allowed, can this result in a demand for revised figures?” Let us 
consider this question briefly. 


Cost RESPONSIBILITY 


Costing, of course, is at all times an aid to management. It can 
never supplant management itself but must ever be simply a guide 
and an instrument of control. Nevertheless, cost accountancy is 
a servant of management, and, in this capacity, must to my mind 
assume full responsibility for costs. We need to consider only 
the basic rule of all manufacturing to realise this. I refer to the 
axiom that market value must control all costs. If manufacture 
cannot be made within or under market value, it must not be 
proceeded with. It is what “the market will pay” that rules the 
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cost of manufacture. Who is to determine this cost? The factory 
production manager can supply only his plan of production, his 
labour and material requirements, and usually leaves the rest to the 
cost officials. Management can do nothing until the final cost 
figure is available. It is thus the cost man’s duty to supply speedily 
an accurate final cost, and to submit this figure to management 
for decision. It is obvious that the responsibility lies right at the 
cost department’s door in this matter to make sure the mformation 
ts correct. Some concerns overcome this difficulty by supplying 
a set of overhead rates to the factory, and allowing the tactory 
clerical staii to compile the whole standard cost card. The factory 
manager knows that production is useless unless within a specified 
figure, and thus will not retain a cost which is uneconomical. This 
procedure certainly leaves the cost accountant free to delve into 
his ledgers, but 1 should say actual management has little say in 
the control of such an organisation beyond possibly sales activity. 
I have known of several such arrangements, particularly where the 
factory is situated at some distance trom head office, but I cannot 
Say that the arrangement fits in with my idea of managerial 
control by cost accountancy. 
SECURING REvISED DaTa 

Having been instructed to investigate, say, a factory loss, and 
take the necessary steps to convert it to a more favourable aspect, 
the cost accountant will obviously call on the factory for revised 
rates of labour and material if it has been proved that these elements 
are not on a profitable basis. Before doing this, he naturally has 
made quite sure that the routine entries are correct at his end. 
He must be convinced that all production is being credited, and 
at the right figures. This is usually covered by an adequate system 
of stock control. Similarly a check on requisitions or raw materials 
is also sufficient to assure him of the correctness of his debit 
entries. Having thus overhauled the “machinery” of his system to 
his satisfaction, it is obvious that the loss in question is caused by— 

(a) Incorrect time rates and material valuations, as supplied from 
the factory. 

(b) Inability by the factory to attain the rates and weights 
previously set either through inefficiency or through insufficient 
margin to cover reasonable variance. 

(c) Waste or excess scrap in material usage. Failure to allow 
for reasonable variance. 

(d) Failure to absorb time of carriers, cleaners, and “general” 
work, including repairs, waiting for stock, and breakdown time. 


Now here is the first important point I wish to make. I submit 
that it is incorrect for management (through the cost accountant) 
to allow the factory to submit higher material and time margins 
as set out in (a) above until the possibility of losses under (b), 
(c) and (d) (above) have been thoroughly investigated. This 1s 
one of the great pitfalls of standard costing. A standard is set 
after careful consideration and study, but, on applying a test by 
accountancy methods, losses are disclosed. The obvious tendency 
is to increase the standard rates and (if possible) raise the selling 
price, whereas the remedy may be in increased efficiency and control 
of waste and scrap. Of course, the rates may have to be increased 
in any case, but, before accepting such additional burdens, the cost 
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accountant should take the following steps to ascertain the true 
position— 

(a) Institute a check on material weights to ascertain the correctness 
of the standard, and also the usage of the standard value or 
quality. 

(b) Secure access to the factory time study sheets regarding 
each line, and ascertain if the standard set is reasonable 
considering all the factors disclosed therein. 

(c) Either by a job card system or alternatively by a detailed 
dissection of time and work sheets, ascertain whether these 
standards are being attained or exceeded. A report weekly 
on these lines is essential if labour values are to be controlled. 

(d) As a further extension of (a) and (c) above, secure detailed 

“actual” costs of a number of lines to ascertain the exact 

loss or gain on mass production or quantity lines. 

Institute an “efficiency recorder” on all employees, and report 

on their efficiency daily to the factory executives. For instance, 

if a man under standard rates has to produce 100 articles a 

day, but produces only 80, his efficiency rating is only 80%, 

and must be recorded as such until an improvement is shown. 

(f) Make a check on all scrap and waste. A most useful comparison 
is made, for instance, by simply taking the total poundage of 
scrap in proportion to all pounds processed, and comparing 
this with the standard allowance. 

(g) Obtain and check a list of dies, moulds, and equipment so 
important in the calculation of costs, and tally this with cost 
cards. 


(e 


~~ 


True .Cost CoNnTROL 


To many cost accountants, the above procedure may be almost 
revolutionary. It may seem, in fact, an encroachment on the 
recognised preserves of the production officials. I still say, however, 
that the responsibility for true costs rests definitely on the cost 
accountant, who must take reasonable steps to see that he is securing 
the right information. Acting as an instrument of management, he 
cannot simply accept, without investigation, information which may 
not be the minimum requirements of the factory to make the 
article. The reply to my argument would probably be that the market 
value or selling price shall provide a brake on excessive figures. 
Certainly this is true, but I have found that most businesses make 
their profit from a percentage of “bread and butter” lines which 
show a greater margin than the usual rate. If the factory cost 
on these lines is allowed to creep up simply because the efficiency 
screw is not to be applied, the net result to the business will be 
worse than before. In other words, the cost accountant will not 
be doing his job fully unless all costs are kept at a minimum. I 
am appalled at the power granted to many production managers 
who, capable as they may be at their own particular work, are not 
the persons to dictate the profit policy of the organisations which 
employ them. I have known of these officials, having discovered 
from inquiry that the sales margin, on a particular line, is in excess 
of the usual, to determine to “get their cut,” and accordingly amend 
the standard cost in order to make the factory pay. My example 
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may be an extreme case, but nevertheless the tendency is apparent 
unless reasonable precautions are taken to secure the controlling 
hand in this regard. 


FURTHER PRECAUTIONS 


In revising standard costs, it is necessary to arrange for an 
organisation to cope with the routine work in converting the costs, 
Before dealing with this point, it may be mentioned that the accountant 
personally must watch the overhead position. If budgets are used 
and carefully assessed each year, an annual revision of overhead 
rates is desirable, if not necessary, particularly if any major change 
in departments has taken place during the year. It need hardly 
be stressed, of course, that economies be aimed at in expense outlay, 
although safe margins must be allowed for all contingencies. 

The revisionary organisation should aim primarily at getting the 
correct cost, duly recorded and checked, to the sales authorities in 
order to test market values. In the first place, efficient records of 
factory data are necessary. A production analysis sheet is of great 
service, containing fullest details and signed by the production chief. 
Space should be left for recording the various checks mentioned 
above. Verbal decisions are always unsatisfactory, and should be 
discouraged. Once agreed upon, the standard costs must be speedily 
compiled and thoroughly checked. Arithmetical errors are, of course. 
unthinkable, and this point need not be mentioned further. Even 
while successive costs are being compiled, a list should be in 
preparation showing the part name or number, old cost, new standard 
cost, and current selling price, and submitted in convenient form 
to the sales manager or his deputy. The reply from this quarter 
will decide the fate of the particular line on the new rates and a 
“reference back” form should be used in all cases of a failure 
on the part of the sales section to agree with the new value. The 
factory must then decide if economies are possible, and submit 
further figures for a fresh cost. 


FAcToRY PROFITS 


As soon as possible, the new costs should be applied to current 
production sheets, and the position of the factory tested in the usual 
manner by means of the cost and production and variance accounts. 
These will reveal whether the drift has been arrested, and the factory 
profit position regained to any extent by the revised costs. 

Incidentally a word may be said here regarding factory profits. 
I think it will be agreed that, theoretically, the factory (or the 
departments thereof) should not make a profit on manufacture. In 
some cases, a margin is allowed, but herein lies another pitfall. 
To my mind, the factory should make the article for the minimum 
possible cost, and the profit angle should be the care of the sales 
and administrative section. This is my own opinion personally and 
may not be shared by others. 

Finally, I would like to mention quotations. These should also 
be on the lowest basis provided margins of safety are allowed, and 
should be immediately selected as a subject for checking and inquiry 
as soon as manufacture is commenced. 
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Cheque Crossings 
By P. C. LANG, A.1.c.A. 


Considering the enormous number of cheques which in these days 
are handled by business people and others, it surprises one upon analysis 
to realise the extraordinary lack of uniformity in the practice of 
crossing cheques. 

Cheques have been in general use in Australia, by all sections of the 
community, for a great many years; a number of text books on Bills 
of Exchange and Australian Banking Practice has been written; 
bankers have been ceaseless in their endeavour to educate their 
customers in the correct methods to adopt to render cheques safe; yet 
a very large number of persons who should be better informed on 
these matters have a very hazy notion and in many cases an entirely 
wrong conception of the true function of a crossing on a cheque. 

Many and varied are the inscriptions placed on cheques, designed 
to protect the owners thereof against loss, and the mass of wording 
often used for this purpose, when two lines with two words would 
suffice, exhibits that extraordinary trait in the human, which causes him 
to prefer the complex to the simple, believing that the involved and 
difficult is always more efficacious than the easy and unabstruse. 

The general use of a “Not Negotiable” crossing on cheques would 
minimise the risk of conversion, and if such cheques were not made 
payable to “order” the work of bank officers would be facilitated 
without the safety of those cheques being impaired. 

There is still a widely held belief that the striking out of the word 
“bearer” on a cheque prevents its fraudulent use by one who might 
come by it dishonestly. When the payee is a company or a well-known 
firm, an endorsement may have some value as a protection, but in the 
case of an individual payee, the ease with which an endorsement may 
be forged renders it practically valueless as a safety device. A 
surprisingly large number of cheques are made payable to “order,” 
a practice which causes the paying banker much work and annoyance. 
Checking of endorsements by bank officers takes up time, while many 
such cheques are dishonoured daily through the clearing house, because 
of irregularity in endorsement. These irregularly endorsed cheques 
may be paid only when made regular, even though the necessary 
correction be forged. 

The practice of crossing cheques grew up out of a custom, adopted 
by London merchants many years ago, of writing across the face of 
their cheques the name of a banker or the words “and co.” This was 
done to cause such cheques to be collected through a banker, thus 
enabling paid cheques to be more easily traced, with the consequence 
that it presented an obstacle to the negotiation, by a dishonest holder, 
of a cheque so marked. This practice grew so general that by 1828 
it had become a custom recognised to the extent that bankers generally 
refused to pay a cheque with the words “bank” or “and co.” thereon, 
except to a banker. About that time, the custom was given legislative 
recognition in England, while later Australia followed the English 
example. Crossings are now provided for in the Commonwealth Bills 
of Exchange Act, 1909, by Sec. 82, which reads: 

(1) Where a cheque bears across its face an addition of 
(a) the word “bank” or the words “and company” or any abbreviation 
thereof respectively, between two parallel transverse lines, either with 
or without the words “not negotiable,” 

(b) two parallel transverse lines simply, either with or without the words 

“not negotiable.” 
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that addition constitutes a crossing, and the cheque is crossed generally. 

(2) Where a cheque bears across its face an addition of the name of a banker, 
either with or without the words “not negotiable,” that addition constitutes 
a crossing and the cheque is crossed specially to that banker. 


And by Sec. 85: 


m banker is liable to the true owner of the cheque for any loss he may 
sustain owing to the cheque having been so paid. 

These sections give the owners of crossed cheques only so much 
protection as is afforded by the fact that such cheques may only be 
collected through a banker, but a further section, No. 87, gives to one 
who may have a good title to a cheque crossed “not negotiable” 
considerably more protection. 

Sec. 87 enacts: 

“Where a person takes a crossed cheque which bears on it the words “not 
negotiable” he shall not have and shall not be capable of giving a better title 
to the cheque than that which the person from whom he took it had.” 

This section has the effect firstly of restricting the absolute negotiability 
of a cheque so crossed, while still leaving it a “cheque.” At common 
law a cheque was inherently negotiable and any restriction of this 
complete negotiability was incompatible with the notion of a cheque. 
The practical effect of this section is to protect the real and rightful 
owner of the instrument against theft and fraud, by increasing the 
responsibility of the paying bank, and if it were not for Sec. 88 of the 
Act, Sec. 87 would have the indirect and inevitable consequence of 
making a collecting bank, that wrongfully dealt with such a cheque, 
liable for conversion, however innocent and careful it might be. Had 
the Act, so far as it related to crossed cheques, stopped at that point, 
the burden placed upon bankers would have been such that they would 
have had to refuse to receive cheques marked “not negotiable.” Under 
those circumstances the Section would have defeated its own ends, so 
the legislature added Sec. 88, which provides: 

“When a banker in good faith and without negligence receives payment 
for a customer of a cheque crossed generally or specially to himself and 
the customer has no title or a defective title thereto, the banker shall not 
incur any liability to the true owner of the cheque by reason only of having 
received such payment.” 

In Commissioners of the State Savings Bank of Victoria v. Permewan 
Wright & Co. (19 C.L.R. 457) Griffith, C.J., analysed the foregoing 
section under five headings as follows: 


1. The banker alone is relieved. 

2. The banker must be the banker who received payment; that is the 
collecting bank. 

3. Payment must be received by a “customer.” 

4. The payment must be received in good faith and without negligence, 
and 

5. The banker must merely have received payment for the customer 
which now includes crediting the customer’s account with the amount 
of the cheque before actual receipt of payment. 
It will be seen then, that negligence on the part of the banker must 

be proved before there can be recovered from him the loss sustained 

through the conversion of a crossed cheque he may have collected. 
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What constitutes negligence is of course a question of fact. “It is 
impossible to lay down rules or statements which will determine what 
is negligence and what is not. Each case must be determined on its 
own circumstances.” (Commissioners of Taxation v. E.S. & A. Bank 
Ltd. [1920] A.C. 683 at p. 688). 

The words “not negotiable’ on a cheque do not of themselves 
determine the question of negligence, but a banker is bound to exercise 
far greater care in dealing with a “not negotiable” cheque than he 
would with one crossed generally and without those words. 

When a tax agent paid into his own account, without authority, and 
fraudulently disposed of the proceeds of a cheque drawn by his client 
and made payable to “State Tax or bearer” but crossed “Not negotiable,” 
it was held that the bank was not entitled to the protection afforded by 
Sec. 88, notwithstanding that the agent had on previous occasions paid 
to his own account cheques similarly payable and that on the occasion 
of the deposit of the cheque upon which action was taken the receiving 
teller made an enquiry as to why the cheque was being paid into the 
agent’s own account and received the answer “Because it includes my 
fees for work done.” (Commercial Bank of Australia v. Flannagan 
[1932] 47 C.L.R. 461.) 

In Permewan Wright's case previously mentioned in this note, the 
Chief Justice said: “In my opinion the words “not negotiable” on a 
crossed cheque are a danger signal held out before every person 
invited to deal with it and are equivalent to saying ‘Take care; this 
cheque may be stolen.’ ” 

A lack of understanding of the full effect of a “not negotiable” 
crossing is responsible for the fact that so many drawers of cheques 
add to those two words, or substitute others of instruction to the 
paying bank in the belief that by doing so they add to the protection 
which the statute gives to them: Such other or additional words, while 
often tending to confuse, cannot give greater protection than that 
afforded by the use of “not negotiable,’ and may quite probably give 
less. It is like giving a person three doses of medicine at one time 
in the belief that the benefit to him will be three times as great as 
from one dose. At most, any additional words of instruction can make 
the collecting banker liable only if he be negligent in dealing with the 
cheque bearing these instructions, as he also would be if the cheque 
was simply marked “not negotiable.” 

The rightful owner of a cheque crossed “not negotiable,” in addition 
to having all the remedies against the collecting banker that any other 
crossing might give him, can also recover from the bank’s customer or 
any other person who wrongfully may have negotiated the cheque. 

In Australia there has grown up a widespread custom not provided 
for in the Bills of Exchange Act. This is the practice of crossing 
cheques and marking them “payee only.” When these words are added 
to “not negotiable” they are entirely superfluous, while alone they afford 
only a limited protection. 

An interesting question arises as to the position of a collecting bank 
in which there is an account (perhaps opened with intent to defraud) 
in a name the same or closely resembling that of the named payee when 
a cheque crossed “payee only” is deposited in that account but the 
payee is not, in fact, the person depositing the cheque. It would seem 
that the bank; unless very special circumstances exist, should have no 
duty of inquiring, where the name on the cheque and the depositor’s 
name are identical. Its liability, however, would depend upon the 
D 
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relevant circumstances of the case and any information it might possess 
as to the customer’s title to the cheque, whether that information 
be derived from extrinsic sources or from the cheque itself. 

A cheque marked “payee only” still remains a negotiable instrument 
and the rights of a holder are not diminished. These words on the 
face of a cheque do not prevent its transfer. Such a cheque would be 
capable of being transferred by delivery or endorsement so as to give 
a good title to the transferee taking bona fide and for value, thereby 
constituting him the true owner, notwithstanding any defect in the 
title of the transferror. 

Not only is the form of the crossing important, but its situation on 
the cheque is equally important. Perpendicularly across the centre 
of the cheque is the best place always for the “not negotiable” stamp 
and never, although often placed there, across the corner of the 
instrument where it may be obliterated, removed, or in fact torn off 
without leaving the cheque with an unduly suspicious appearance. 





Petrol Rationing 
By C. A. E. SULLIVAN, F.I.C.A. 


Figure 1 is a specimen copy combining a petrol rationing ticket and 
licence which would save expense and prove more effective than present 
methods with its yards of tickets. 

It is simplicity itself and should commend itself to all. 

The general scheme is for each unit to be punched, as used, by the 
garage proprietor and the ticket to be returned to the issuing office of 
the Board at the end of the month and a fresh one issued in lieu thereof. 

When handling the old ticket, the officer of the Board would complete 
the summary on the back thereof which indicates the number of gallons 
(if any) unused for the month. These unused gallons could be allowed, 
at the Board’s discretion, to accumulate for the benefit of the consumer 
or cancelled, thus adjusting anomalies monthly. 

On the specimen copy herewith, it so happens that the units run up to 
78. It would be a simple matter for the Board to decide just how many 
tickets running up to, say 50, or 100, or what not, would be required to 
be printed. This is merely a matter of detail. 

As petrol is issued to a consumer the garage proprietor must punch 
the number of units supplied, and enter in a “carbon copy record sales 
book” the transaction just as presumably he would do as an ordinary 
business man. Figure 2 is a specimen copy of rulings which should 
suffice. This book would be a bound one with marginal perforation so 
that the original can be detached and posted to the Board of the State 
concerned as showing the details and full total of petrol sold for the 
month. The carbon copy would remain with the garage proprietor as 
his record, and for posting purposes to his books of account, and also to 
submit for the replenishing of his tanks. 

The advantages of this system as compared with the present are, it is 
submitted, as follows :— 

(1) A positive check of petrol used is made available to the Board 
for record, statistical and percentage purposes. 
(2) It cuts out absolutely trading in or transfer of tickets and forged 
tickets. 
(3) Expedites the obtainment of supplies by the consumers, as only 
one signature is required instead of having to sign each ticket 
as is now the case. 
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Figure 1 (front). 
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(4) The onus of issuing petrol on forged tickets is taken off the 
garage man and remains on the consumer, who under this 
scheme is solely responsible for the bona fides of the transaction, 

(5) For statistical purposes the Board would have definite figures 
of the monthly gallonage of petrol used in ready form for com- 
parisons, etc. 

(6) The Board has a double check on petrol used by reason of the 
fact that the monthly returns from the various garages would 
tie-up or very closely approximate the figures as totalled on the 
individual cards of the consumers. 

(7) A further valuable moral, as well as an actual, check on garage 
proprietors illegally supplying petrol is available by means of 
an occasional percentage check of the individual cards of the 
consumer as against the details supplied by the monthly return 
of the garage proprietor. Any irregularity should be at once 
disclosed. 

(8) Numbers on the ration ticket and licences above the allotted 
ration could be cancelled by the issuing officer at the time of 
issue if thought necessary. The ticket itself, of course, indicates 
the gallonage granted by the Board. 





Book Reviews 


The Command of Words: S. Stephenson Smith, B.Litt. (Thomas Y. 
Crowell Co., New York), xi + 300 pages. Price, 21/-. 

The accountant of to-day is not concerned merely with figures and 
conventional accounts. The art of reporting as distinct from accounting 
has made it essential for the modern practitioner to acquire a style of 
writing which is clear, crisp and direct. In this book the reader has 
a worthy companion to A. P. Herbert’s What a Word! 

It sets out to answer the questions, How can the writer, the speaker, 
and the reader acquire a ready, wide and sure vocabulary? And a 
sense of when and how to use it? By way of answer, here is a 
lively and diverting guide for the enlargement and focusing of one’s 
vocabulary. 

First, there are certain novei devices which enable the reader to 
check on the range, readiness, and sureness of his command of words. 

Next, there is a workable plan for learning new words in connection 
with central key ideas. 

A wealth of information is given on word-families, word-building, 
synonyms, and the romance and comedy of words. 

The author was chosen a Rhodes Scholar from Oregon in 1919 and 
is at present Associate Professor of English at this University. 

R. E. MASKELL. 


Practical Business Economics, by A. Clunies Ross. Angus and Robert- 
son Limited, Sydney, 1941, pp. 308. Price, 7/6. 

This is the second edition of Mr. Ross’ well-known book. It is a 
book of a kind which is unfortunately rare, for though it is founded 
upon an underlying basis of economic theory, almost every one of 
the 308 pages has a vital practical application. 

Mr. Ross writes clearly, and avoids over indulgence in abstract 
technical terms and concepts. The arrangement is good, and the text 
is illustrated in many places (particularly in regard to those economic 
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principles directly relating to everyday business) by statistical data 
and forms. 

The chapters on limited companies, banks and banking, shares in 
companies as investments, and lessons from a balance sheet in particular 
should be most useful to students of business economics, and there is 
much in them of especial value to accountants and business men 
generally. 

Many of the matters dealt with have been the subject of controversy 
amongst economists and accountants. Mr. Ross has generally given 
due weight to the diverse views on these controversial questions, and 
there are surprisingly few points in the book at which the most captious 
critic could cavil. 

In Mr. Ross’ exposition of the relationship between money and 
prices, he uses mainly the quantity theory and (perhaps for the sake 
of simplicity of exposition) gives no attention to the refinements of 
the savings and investment theory. Indeed, he says, on page 148, that 
the theories involved in the “more complex equations” are not of 
direct interest to business men. 

On page 151, he attempts an escape through the horns of a dilemma 
by speaking of the “quantity of credit created by the people with the 
assistance of the trading banks.” The view of credit expounded in 
this paragraph seems to the reviewer to be very close to the sense 
which (on page 70) he regards as being the cause of much confusion. 

Mr. Ross is merciful to the monopolist. On page 168, he says that 
“in the vast majority of cases, profit is an evidence of services 
performed,” and that “monopolists are rare, and even they do give a 
service in exchange for their profit.” Surely this view neglects the 
rent element in profits. 

In the discussion in chapter x1v of the balance sheet, and the very 
well arranged specimen balance sheet on pages 188 to 191, there are 
several interesting points about which there is uncertainty amongst 








accountants. Investments are classified, on page 189, as fixed assets. 
Since it is very difficult in most cases to decide whether the intention 
is that the investment shall be held or realised in the case of emergency, 
it is becoming increasingly common to treat this item as a separate 
group, described neither as current nor fixed. 

The use, on page 191, of the terms Nominal Assets or Deferred 
Expenses as alternatives is not satisfying. In the auditors’ report 
appended to the specimen balance sheet, the term “certify” is used, 
a practice which ought to be discouraged. Another respect in which 
the specimen balance sheet does not conform to the best modern 
practice is in the use of the subheadings “Liabilities and Capital” and 
“Assets.” 

On page 176, there is a printer’s error in the second last line. Item 
38 should read Item 36. 

On page 171, Mr. Ross says that “during the depression many 
companies incurred losses, but because investors believed that in the 
end profit would be earned again, shares were sold on the basis of the 
asset value.” Would it not be preferable to say that, in such circum- 
stances, shares are sold on the basis of anticipated future earning 
capacity ? 

On page 187, Mr. Ross speaks of “share premiums” as “not to be 
used for dividends.” In view of the decision in Moore v. Carreras Ltd. 
(1935) V.L.R. 68, it would appear that there is no legal restriction 
on the payment of dividends from share premiums, except in Victoria, 
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where, by Section 48 (2) of the Companies Act, 1938, the point was 
specifically provided for. 

These, however, are minor matters in a book such as this, which 
should be of extraordinary value to students, business men, accountants 
and, indeed, all who are interested in obtaining a clear understanding 
of basic economic principles and their relationship to everyday business 
experience. A.ALF, 


Wartime (Company) Tax, by J. A. L. Gunn. Butterworth and Co. 
(Aust.) Ltd., Sydney, 1941, pp. 113. Price, 10/6. 

Mr. Gunn’s book on the new Wartime (Company) Tax is welcome. 
It is an annotated reprint of the Act and Regulations, the value of 
which is enormously increased by the numerous arithmetical examples 
of the many calculations involved in the computation of tax under the 
Act. Indeed the sharp contrast between the clarity of the arithmetical 
examples and the necessarily tortuous phraseology of the Act is most 
striking, and prompts the reflection that it is a pity tiiat the possibilities 
of the use of arithmetical examples in taxation Acts themselves have 
not been explored by the draftsmen. 

Relevant sections and explanatory paragraphs have been linked 
together by an excellent system of cross reference, and there is also 
a valuable system of cross reference to the author’s Income Tax Laws 
of Australia. 

The accountancy profession in Australia has had many reasons in 
recent years for gratitude to Mr. Gunn. This book is another service 
which places us in his debt. A.A.F. 


Emergency Legislation Handbook, by J. M. Jelbart. Butterworth and 
Co. (Aust.) Ltd., Sydney, 1941, pp. 129. Price, 12/6. 

The volume of emergency legislation in Australia since the outbreak 
of war has been terrifying to the busy practitioner, as well as to the 
business manager. This book sets out, with annotations, the more 
important of the measures in consolidated form. It contains, in 
addition, sections dealing with the avoidance of contracts between 
British subjects by reason of war, soldiers as parties to legal pro- 
ceedings, grants of probate and letters of administration and the 
Commonwealth Defence powers. 

It is clearly arranged and well indexed, and the fact that the 
annotations cofitain references to more than 300 cases is an indication 
both of the scope of the book and the care that must have been 
necessary in its preparation. A.A.F. 


Price CONTROL 

Figures show that for the first eleven months of this war retail prices 
of food and groceries rose by only 1-9 per cent., whereas in the last war 
the increase from July, 1914, to August, 1915, was almost 40 per cent. 
This interesting statement is contained in an official publication— 
“Price Control under the National Security Act 1939-40,” published by 
direction of the Minister for Trade and Customs. 

The Minister, in a foreword, says that the publication is designed 
partly as a guide to traders and partly as an indication to consumers 
of the methods adopted to control prices. Included as appendices are 
the National Security Regulations dealing with prices and fair rents, 
ministerial declarations, prices regulation orders, graphs, and a com- 
prehensive index. W. Bruce RAINSFORD. 
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The Incidence of Business Cycles 
By Leste W. Irwin, A.F.1.A., A.A.1.S. 


The variations of demand of the consumer has, during the last 
decade, received much attention by those connected with the organisation 
of industry, and this periodical recurrence of demand fluctuations has 
resulted in the partial utilisation of plant, and a consequent loss of 
efficiency to both capital and labour. 

The regularisation of this factor is a desirable feature in industry, 
and is sought by manufacturers, employees, investors and accountants. 

The cost accountant is vitally concerned with the incidence ef such 
demands, as they affect the basis upon which he seeks to allocate 
overhead charges. 


Types oF CycLicaL ACTIVITIES 


Each industry or trade may be said to have its own particular cycle 
of activity, but nevertheless general economic conditions will have an 
additional effect. The first type of activity may be called, and is usually 
referred to, as the “Short-term Cycle,” whilst the latter element is 
known as the “Long-term Cycle.” In any discussion, both elements 
must be borne in mind, as they are complementary to each other and 
may be classified into four further divisions. 

1. The Daily Cycle, which occurs at regular daily intervals, and 
which is due to the habits of the populace, i.e., the daily influx 
and exodus of city workers, or the use of electric power for 
lighting at night. 

2. The Weekly Cycle, which is usually associated with weekly 
activities, such as buying of week-end provisions upon the Friday 
or Saturday. : 

3. The Seasonal Cycle, which appears at regular intervals throughout 
the year, and is usually connected with festivals, such as Christmas, 
Easter, or a special event. Climatic conditions appear to have a 
marked effect upon this factor, which is more important than either 
the Daily or Weekly Cycle. 

These three cycles fall into the category of short-term cycles, because 
their activity may exist only for a short period. 

The fourth class is of far greater importance because, by its nature, 
it is difficult to estimate the duration of its periodicity and the size of 
its fluctuations. Generally this class is of an economic nature and may 
be common to more than one type of industry; for instance, it may 
affect the manufacture of goods, as well as the mining industry. 

Several theories have been brought forward from time to time to 
account for this latter element, and three are worthy of citation: 

1. The Climatic Theory, which has been advocated by the economist 
Jevons, and seeks to allocate the cause as being due to climatic 
conditions, e.g., droughts, bountiful harvests, or poor rainfalls. 

2. The Psychological Theory, which maintains that it is the reactions 
of the individual, and its influence upon his fellows, that leads to 
the fluctuations, and 

3. The Competitive Theory, which seeks to place the blame upon 
the spirit of competition, and the consequent over-production and 
slackening of demand. 

However, any examination of the variations may not reveal any one 


theory as being paramount, so that the acceptance of the fact that each 
contributes towards the ultimate variation would be nearer the mark. 
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Tue Errect on Labour 

The efficient employment of labour, in any industry, depends upon 
two principal factors: 

1. The volume of labour necessary, and 

2. The efficiency of labour available and its nature, i.e., whether it 

is skilled, semi-skilled, or unskilled. 

The first factor in any industry is directly concerned with volume of 
demand for the particular product under consideration, and if the 
industry is of such a nature that this demand fluctuates widely, the 
demand for labour will likewise follow the same curve unless the 
manufacturer can eliminate or regularise in some way the peaks. 

Here we have the illustration of the incidence of seasonal cycles 
causing unemployment during particular periods of the year. The 
shipping trade creates peaks of demand for casual labour, and also 
retail drapery and other trades have weekly and seasonal peaks of 
demand. 

Some of these fluctuations may be clearly traced and the cause ascer- 
tained without undue enquiry, e.g., the peak periods of transport ser- 
vices, the consumption of electrictrity ; but in other cases the cause may 
not be so clear. 

It will be realised that during any period of low activity it is the 
least efficient or marginal workers that are first affected. Thus unem- 
ployment figures will show that the manual and labouring classes 
increase before the bottom is reached. 

Next in order will come the least efficient of the skilled workers, 
or the semi-skilled employees, whilst the most efficient will be retained. 

It is a curious fact that even a reduction in the number of workers 
does not always mean a reduction of output, and this occurs for several 
reasons: 

1. Only the most efficient workers are retained, and 

2. The fear of dismissal will act as an incentive for greater exertion 

on the part of the worker. 


MEANS OF CONTROL 


The attempt to control fluctuations, and the necessity to keep both 
capital and labour efficiently employed, demands that the executive 
responsible must be conversant with the peculiarities of his industry, 
and it is becoming the functions of the cost accountant to understand 
this important ‘phase of industrial activity, and to guide the management 
in their endeavours of regularisation. To do this, he must be conversant 
with the application and use of statistical methods. 

Many attempts, in a variety of forms, are daily being used to ensure 
the better utilisation of plant and labour, and to obviate fluctuations. 
The most common methods, which are daily being applied, include the 
introduction of “off-peak” railway tickets, preferential rates for the 
consumption of electricity for power purposes, the holding of bargain 
sales, and the conduct of sales campaigns. 

However, these methods do not fit all cases, and it has been suggested 
by J. M. Clark, in “The Incidence of Overhead Costs,” that there are 
three classes : 

1. The adoption by the employer of a complementary line of business, 

such as ice and coal. 

2. The manufacture, where possible, of stocks. 

3. The endeavour to increase demand by allowing concessions to the 
consumer, or the development of new markets. 
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As far as labour itself is concerned in a large organisation, it may 
not always be necessary to resort to dismissals, as this factor may be 
utilised in other departments of the concern; for instance, salesmen 
may be shifted from department to department without necessitating 
lengthy periods of training. 

It is during the long-term business cycle that the labour problems 
become accentuated and cause hardship. 

The attitude appears to be gaining ground that it is the duty of the 
Government to assist industry in this respect. If when indications 
appear that a depression is imminent, could not a bold policy of public 
works be inaugurated to endeavour to offset the slackening of demand? 
The question is one which requires the co-operation of every section of 
those interested, namely, economists, accountants, business leaders and 
politicians. 





Questions and Answers on Employment Policy 
By R. A. HICKIN, A.I.C.A. 


Recent articles have touched upon the very important subject of 
wise and unwise approaches to employment of personnel and selection 
for positions. The purpose of the present discussion is to draw 
out from the mass of opinions, experiences, and pious hopes that 
are associated with the subject of employment policies some broad 
issues that demand consideration. The first question that might 
suggest itself would probably be :— 


Way Is Ir Necessary To ENGAGE HELP? 

This puts the whole matter in a clear light. Obviously, the one 
object in employing men and women is to get certain work done. 
Unless there is a definite need for help there need be no engagement 
of staff. It follows that every man and woman who is told to 
report on a certain date to commence duties has been chosen because 
there is a vacancy of some kind and after some consideration it 
has been decided that this person is the most suited, from all possible 
points of view, to carry out the work required. In many cases he or 
she has been selected out of a number of applicants, who have probably 
answered an advertisement in a newspaper and come to offer their 
services. Experience gained, qualifications, academic or otherwise, 
appearance, personality, and many other factors were there to be 
weighed by the employer before he made his choice. It is the 
result of his investigation that the new employee has been engaged. 

Now all this raises some very important questions. The first is:— 


Woo Is Best QUALIFIED To SELECT STAFF? 

Or, in somewhat more detailed form: Is the departmental manager, 
the accountant, etc.—that is, the man who will use the labour 
employed—the best man to select it? Or is it preferable that 
selection of employees be entrusted to someone whose training is 
not that of the technical expert or specialist, but has qualified him 
to judge character and ability and fitness in his fellow-men. 

Put in this form, it is difficult to evade the obvious answer. 
Unquestionably, the selection of personnel is a highly skilled task; 
the fact that a man is a good factory manager or accountant does 
not necessarily fit him to be a Director of Employment or a Staff 
Superintendent. An executive may be a financial wizard or the best 
sales manager in the city and yet fail hopelessly if given the job of en- 
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gaging staff. The reason is that staff selection is something that requires 
altogether different gifts than those of the usual departmental executive. 
There are fortunate individuals who possess the qualifications that 
are necessary, in addition to those by virtue of which their own 
positions are held, but they are not to be found in any great numbers; 
for the purpose of this discussion their existence may be ignored. 


StaFF SELECTION Is THE WorK FOR A SPECIALIST 

This may be admitted as a general principle. But there are 
objections that will be put forward, mainly by the heads of depart- 
ments. Summarised, the objections would probably reduce to the 
simple proposition: I, as the Accountant of a company, am best 
qualified to engage my own staff, for I know every intimate detail 
of the work and it is my responsibility to see that every employee 
fits in the general framework of the office personnel without friction. 
How is a Staff Superintendent, who lacks the specialised knowledge 
1 possess, to know the exact type of person I want? 

This is the objection of the man who says, in effect; “Yes, I know 
that’s right, but my department is different.” It is illogical, and 
if once it is admitted that there may be some justice in the attitude, 
it is next to impossible to refute the statement. It is illogical because 
it overlooks the important fact that the Staff Superintendent uses 
his superior psychological skill in the selection of a new employee 
for a position, the complete specifications of which have been furnished 
him by the departmental executive concerned. He knows the type 
of person required because he has it in black and white that the 
executive requires a male or female employee of a certain age, 
with experience as set out in the specification, to carry out the 
duties of which complete details have been supplied. Allowing for 
a small percentage of failures, for Staff Superintendents are no more 
infallible than their fellow-men, it will usually be found that if 
an employee is unsuitable it is because the officer who requested that 
the person be engaged failed to describe adequately the duties which 
he or she would be expected to carry out. 

It must not be forgotten that the duties of a Staff Superintendent 
keep him in constant touch with the employees, so that he has 
frequent opportunities of forming his own opinions upon the staff 
in the various departments, and he probably has an excellent idea 
of the type of personnel required from time to time, although the 
details of the work may be beyond him; for these he relies upon 
the information supplied by the departmental officer concerned. 

Another objection is a more credible one: The concern is not 
large enough. This is often true. But the principle of the necessity 
of the Staff Superintendent, provided the enterprise is sufficiently 
large, ought to be recognised by all employers and companies. It 
helps to open the mind to the demands of modern staff selection, 
and training ideas and methods; and it is the open mind that is 
so fruitful in business as in everything else. Whether a Staff 
Superintendent or an Empioyment Director is part of the organisation 
or not, the methods of staff selection that would be followed if he 
were, are those that are worthy of the most careful consideration 
in framing the employment policy of every business, large or small. 


Wuat SHoutp Be THE First Atm? 

The first aim in the selection of staff, regardless of the nature 
of the duties to be carried out, is so to weigh all relevant factors 
that are presented, as regards skill, experience, references, etc.; that 
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the position, once filled, will be held by the selected applicant with 
satisfaction to himself and to his sectional overseer. The primary 
task is to fill the vacant position with the best human material that 
can be bought at the price offered; but the wisest policy is the long- 
sighted one. Is the person tentatively selected, as apparently possessing 
the qualifications for the position, capable, as far as may be judged, 
of fitting himself for greater responsibility when the time comes? 
For, after all, the secondary purpose is to build up an efficient staff 
on the whole, not only to fill vacancies when they occur. Every 
applicant ultimately chosen should have fitness for the job on hand, 
and capacity for further development. The policies of hire and fire, 
and of getting overseers and executives from outside, rather than 
training them within the organisation, are not really policies at all; 
they are an admission of inefficiency on the part of the employer 
or his officers. Fitness for the immediate task is the first consideration, 
for there is a vacancy to be filled by the best man available; but 
the possibility of selecting a man who will become a permanent 
employee, with his ambitions centred in the business, should always 
be kept in mind. In this way only is the efficient staff built up. 


How May Vacancies Best BE FILLED? 


The time-honoured method is by newspaper advertisement, and 
nothing wil! ever really take its place. The newspaper provides a 
public which cannot be reached cheaply any other way. A five-shilling 
advertisement will be read by hundreds of people scattered throughout 
a population of hundreds of thousands, and within twenty-four hours 
any number of replies may reach the advertiser. There are other 
ways of contacting prospective applicants, but these will be considered 
later. A question that suggests itself, in connection with a press 
advertisement, is whether a high-sounding offer without a solid basis 
of truth is wise, to say nothing of whether it is ethical. Another 
question is whether salary should be stated. The answer in the latter 
case depends very largely upon the nature of the vacancy advertised. 
For a junior position there is no point in quoting rates of pay, unless 
the policy of the company is to pay more than award rates, in which 
case it would certainly be advantageous to mention the remuneration. 
For a position of responsibility, however, different considerations 
apply. It is not possible sufficiently to condemn the employer who 
has a position of trust to offer, demanding skill and experience, and 
asks applicants to name the salary they would accept. This policy 
is worthy only of contempt. In every such case the salary range 
should be stated, with, perhaps, a proviso to the effect that the 
applicant’s experience will determine whether he will be offered the 
minimum or maximum figures quoted, or somewhere in between; 
but even this is suspect. It is not only fair play, but sound business 
policy, to put a proposition unequivocally before prospective applicants, 
so that they may know exactly what kind of a position it is for 
which they are offering themselves. Naturally, when making a choice, 
the Staff Superintendent or Officer concerned will choose the applicant 
who appears most likely to prove worthy of the standard of remuneration 
usually paid, and it is pointless, as well as discouraging to the 
applicant, to adopt a haggling attitude, or to offer the lowest salary 
it is thought will be accepted. This type of bargaining adds nothing 
to the dignity of the employer, and certainly does not help a new 
employee to commence his duties with a feeling of satisfaction. 

Granted that the newspaper offers the widest field to draw upon, 
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and that seeking applicants by this method is a cheap and convenient 
way of securing labour or services, what other methods might be 
adopted, to get in touch with prospective employees? The answer 
to this question will depend very materially upon the size of the 
business. Is there a Staff Superintendent, and, if not, how much 


time can be spared and how much money allocated in an effort to. 


get to know as many men as possible, or to publicise the firm as 
much as possible, in order to be in the favourable position to have 
a large number of people to choose from when vacancies occur; 
people who are known, or through whose Union or club the firm 
is well known, and who have all the qualifications for the work? 
In other words, the newspaper is like a dragnet, bringing in all 
kinds, whereas a more personal method will probably not reach the 
same number, but those it does reach will all be potentially suitable 
for the job. 

Undoubtedly the most healthy condition of affairs is to have a 
steady stream of casual applicants constantly in touch with the 
employment officer. It takes time for interviews, time which at 
the moment will show no return, but if the firm is in a position to 
command the interest of a large number of workers who would 
gladly enter its service, time thus spent may be very remunerative 
in the long run. Never under any circumstances should an interview 
be refused, provided the applicant’s testimonials and statements show 
him to have had experience of a type that should have fitted him 
for some task within the organisation. A well-kept register of 
applicants who want to enter the company’s service when a vacancy 
occurs is one of the most valuable assets any business could have. 
It does away with the necessity for advertising in the press, and 
sifting, first the “possibles” from the hopeless, then sorting out the 
“possibles” into further groups until at last those really worth inter- 
viewing have been discovered; then going through the weary process 
of interviewing and finally deciding upon the successful applicant; 
all this could have been done beforehand, and a complete record 
made, so that when a vacancy occurs all that is necessary is to 
call up one or two people whose experience and qualifications are 
already known, in order to make the appointment. In other words, 
it is foresight in providing the means of contacting prospective 
employees that pays the most handsome dividends, rather than the 
painstaking selection of those required from the altogether unknown 
applicants whg answer a public advertisement. 

Conditions, nature of the work to be done, and other circumstances 
will usually help to indicate the best ways of getting to know men 
and women so that a suitably classified and well-filled register of 
applicants or intending applicants may be compiled. The places men 
and women of the type required, habitually frequent, will naturally 
be selected, and arrangements made with the proprietors to allow 
some form of propaganda work to be undertaken. Public halls which 
are used for certain kinds of entertainments, would probably be 
appropriate places for a tactful yet noticeable poster or advertisement 
of some kind, drawing attention to the company or some aspect of 
its welfare activities, group insurance schemes, etc., such as would 
normally be expected to interest working men, office employees, 
factory hands, and so on. Just what may be attempted in this regard 
will naturally depend to a considerable extent upon the district, and 
also upon the nature of the company’s enterprise and products. It 
is a more or less subtle way of helping the working-class community 
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develop a regard for the company, whether they are present employees 
or not, so that they will realise, as time goes on, that their interests 
are those of the company; and among those who are employed by 
other factories, offices, or works, there will be a rising tide of respect 
for the concern in question, and a growing desire to be employed 
there. 

Such a high prestige, however, is not built in a week. It often 
requires a long period of cultivation; but when the time arrives when 
the eyes of eligible workmen and girls in the district are turned 
towards the plant as a place where they can use their best endeavours 
for the furtherance of their ambition, all the expenditure of money 
and care will be amply repaid. There will be a steady stream of 
suitable applicants, to enable the Staff Superintendent to keep all 
the positions filled with the best human material the district can 
supply. Labour troubles will be reduced to a minimum, co-operation 
will be the watchword, and a high quality product the result. 

Another avenue of fairly general availability is the numerous 
employment agencies that exist, and manage to pay their way somehow 
by providing their clients with suitable employment. Through these 
people, perhaps partially subsidised by the company, or working on 
some kind of monetary agreement, the cream of the applicants 
may be interviewed, whether there are existing vacancies or not, 
with the object of getting in touch with individuals likely to be 
available when vacancies occur. 

A final question, which may fittingly bring this discussion of 
employment policies to a close, is :— 


Wuat Is THE Correct ATTITUDE DURING AN INTERVIEW? 


There has been quite a lot written for the instruction of the young, 
and much advice tendered by. elders, on how to conduct themselves 
when being interviewed by a prospective employer. They are told 
how to word their written applications, what and what not to say, 
and so on. It is to be doubted, however, whether the employer’s 
side of the interview has ever been given serious thought. He has 
the advantage of position and experience, and is frequently confronted 
with an applicant who is anything but at his ease. Obviously the 
staff interviewer’s primary duty is to ascertain whether the applicant 
has the necessary qualifications, and to do this it is often essential 
to put the aspirant’s fears at rest by being as friendly as possible, 
before putting any direct questions. In many positions it is not 
necessary that the applicant should have a shock-proof personal 
confidence, and nervousness during an interview is not necessarily 
an argument against him. The nature of the duties to be undertaken 
are decisive on this point. What is generally required is skill in 
certain work, or strength where heavy manual duties are required. 
For positions carrying greater responsibility the applicant’s personality 
will naturally be a factor in his selection or rejection. But in 
either case, it is good policy to establish relations immediately on a 
friendly, man-to-man basis, as a natural, easy discussion will then 
more readily follow, and it is from such a discussion that information 
of value to the interviewer will emerge. Whether the individual 
being interviewed is applying for a present vacancy or to be placed 
on the register for future employment will affect the course of the 
enquiry. In the first case, his particular qualifications will be decisive ; 
in the second, a general knowledge of his personality and ability 
will be of most value. 
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The writer’s thesis throughout has been that employment is a 
contract between man and man, not an engagement for servitude; 
that a liberal employment policy brings its own rewards, financial 
and otherwise; and that a progressive employment department can 
do much to add to a company’s status and progress. 





Nothing Over Half-a-Crown 


By Irtss CorRBET, A.F.I.A., A.A.1.S. 


The first chain store was not started in the U.S.A., but in China. 
Two thousand years before F. W. Woolworth was born, it is recorded 
of On Lo Cass that he “owned a chain of a great many units in the 
Celestial Empire.” In Pompeii, which was destroyed in A.D. 79, a 
poster has been discovered, which listed for sale an establishment 
consisting of 900 retail shops. The Greeks also had central ownership, 
and management of potteries and metal works. 

Coming later down in history, for more than 200 years the Fugger 
family, of Augsburg, Germany, owned and operated an organisation 
which had many elements of the present chain store system. Besides 
manufacturing textile fabrics, engaging in mining, and banking, the 
Fugger House dabbled in international trade, and owned and operated 
both wholesale and retail shops. They were so powerful that the Holy 
Roman Emperor did not dare to make war without consulting them. 

In 1643, the Mitsui family of Japan laid the foundation of the 
present-day chain drug business there. The family interests have 
extended from drugs, and now cover mining, manufacturing, banking, 
insurance, engineering, as well as merchandising both foreign and 
domestic products. It is interesting to note that this wealthy and 
powerful business in Japan to-day arose from an early attempt in chain 
stores. 

The earliest chain store in America, the Hudson Bay Company, was 
created by charter from England in 1670. During the eighteenth and 
nineteenth centuries, it operated trading posts all over the Canadian 
north-west. It is still in existence, and operates a number of modern 
departmental stores in Canada, maintains over 200 trading posts, and 
controls a fleet of trading vessels, as well as being owners of large real 
estates. The early history of Canada is largely the history of this chain 
store company. 

A Scotchman’named Clark lays claim to the next oldest chain store 
in the Americas. In the 1800’s he opened a shoe store in Brazil, which 
has since grown into the Campanhia Calcado Clarke, which controls about 
30-odd units in various large cities in Brazil. 

The general store is now so widespread and so convenient that we are 
apt to think it was an early type, whereas it has existed for less than 100 
years. In 1858, George Hartford and George Gilman were induced to 
buy a cargo of tea, which was then selling at a dollar a pound; and they 
opened a red-front store on Vesey Street, Manhattan, under the name 
of “The Great American Tea Company.” Hartford soon became sole 
owner, and the Hartford families are still the principal owners of this 
business, which is now the largest system of chain stores in America. 
It has more than 15,000 retail units, and does probably more than a 
billion dollars’ worth of business annually. 

Park & Tilford, operating from 1840, and opening their second store 
in 1860, were next in the field; and Jones Bros.’ Tea Company was 
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third. The fourth, which is now known world wide, was the store of 
F. W. Woolworth & Co. Young F. Woolworth commenced work in a 
Watertown (N.Y.) merchant’s store, without wages. He proved him- 
self, and secured a wage of $3:50 per week, which was later raised to 
$10. The lavish display on Woolworthian counters to-day commenced 
with his idea of getting rid of odds and ends by placing them all on a 
display table, with a card, “Take your choice—5 cents each.” So 
successful was this that he tried it with a variety of articles. Then, 
with the financial support of his employer, F. W. Woolworth opened 
his first 5 and 10 cent store in Lancaster, Pa. He died in 1919, leaving 
1,000 similar stores operating in U.S.A., Canada and Britain. Since 
then, the number has more than doubled. 

J. C. Penney (well-known stores in Australia under the name of 
“Penneys”) commenced business with a capital of about £125, with 
two partners, in a small store in Kemmerei, in the mountains of Wyo- 
ming. The American tradition of starting with five dollars and ending 
as a millionaire has a basis of truth in the history of the chain stores. 

As an idea of the tremendous growth of the chain system in the 
United States, there were, in 1900, about 700 chain systems and 4,500 
chain stores. From figures culled in 1928, the chain systems had 
increased to 20,000, and the chain stores to 119,600. 

For the year 1935, the sales made by chain stores in America (those 
operating four or more retail units), accounted for $7,550,186,000, or 
about 25% of the total business done by retail stores. This showed an 
absolute increase of 20% over the figures given two years previously. 

Chain stores in 1935 accounted for 90% of the business done by 
limited price variety stores. Competition here is so severe that indepen- 
dents have little chance of surviving. Shoe chain stores come next with 
50% of the total shoe store business, with automobile accessories next, 
followed by cigar stores, department stores, and drug stores. 

Chain stores all over the world have been completely successful in 
groceries, drugs, cigars, tobacco, shoes, variety merchandise, gasoline 
and oil. An interesting proportion made is that in U.S.A. the chain 
stores absorbed 31 cents of every dollar spent in the retail stores. In 
1939, chain stores sold over a third of the food consumed in America. 
It has been forecast that the time will come when as much as 90% of 
the retail distribution will be handled by chain stores. 

Chain stores, and big department stores, have had economic, business, 
social and political effects. One of the chief economic effects has been 
the creation of a definite price-consciousness in the consumer. Display 
of definite prices has given the consumer an accurate comparison basis, 
and increased his knowledge of monetary values. 

One feature of chain store selling, resulting from their dependence 
on turnover, has been the introduction of selling units, such as three 
cakes for 104d., instead of 4d. each; or two articles for 2/-, which 
would separately cost 1/3 each. The independents have entered this 
field, too, with outstanding success. 

Consumers’ habits have been altered by the advent of the chain stores. 
Cash and carry methods have been encouraged. 

It is certain that the war will see the elimination of many small 
businesses, as England cannot now afford the luxury of six bakers in one 
street. The gigantic experiment of communal feeding would not have 
been possible without the pioneering work of the chain stores. 

Chain stores have been the source of a great deal of political contro- 
versy, particularly in America, and have caused the passing of legislation 
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against them. In America, chain stores, as with a large number of other 
subjects, have been put to referendums to find the reactions of the 
people to them. 

In Australia, the development of the chain store has not been so 
spectacular as in America. The early attempts were in the “Cash and 
Carry” grocery stores; but there is now a steady growth of the chain 
store systems. Some idea of this may be gathered from the figures 
quoted in the Industrial Commission of New South Wales report on 

















































chain stores (in N.S.W.). Taking the variety chain stores as being 
the most familiar, the figures show the considerable growth of many 
chains :-— 

FIGURES FOR N.S.W. 

Other States 
1936 1939 1939 

Reon ar eae 27 37 Vic. 
a 25 ie 
De ae Ac ae os aa 48 10 14 
EN Ga Gg ae wa he pe + 5 5 Qld. 
SN ks ck oe ok ae eee 29 59 Vic. 


Woolworths and Coles, the former particularly, have of course 
branches in Queensland and other States, which have increased 
considerably in the last few years. 

The chain stores may definitely be said to be the result of the age 
of mass-production, and fast-moving life to-day. 
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